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THURSDAY, APRIL 21, 1955 


Unirep States SENATE, 
CoMmMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
SUBCOMMITTEE ON MercHANT MARINE AND FISHERIES, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 10:38 a. m., in room 
G-16, United States Capitol, Senator Warren G. Magnuson (chair- 
man) presiding. 

Present: Senators Magnuson, Pastore, and Payne. 

Also present: [Staff assigned to hearing: Frank Pellegrini, chief 
counsel, Wayne T. Geissinger, assistant chief counsel, and A. J. 
Bourbon, professional staff member.] 

The CuarrMan. The committee will be in order. 

Some of the other Senators from the subcommittee will be here in a 
few minutes. We have several witnesses and we had better get 
started. 

Before we proceed with the witnesses, I would like to read a state- 
ment as to the purpose of this hearing. 

I have asked the heads of the Government departments and agencies 
and industry and labor groups directly concerned with ship construc- 
tion to join with our subcommittee today in discussions designed to 
help speed the vessel construction program authorized last year by 
the 83d Congress. 

As will be recalled, legislation enacted then provided for needed new 
construction of various types. We are primarily concerned today 
with the passenger vessels and tankers to be built by private interests, 
for industry use or, in the case of 15 of the tankers, for long-term 
charter to the Navy. 

Frankly, this authorized construction had a double urgency. Both 
the passenger vessels and tankers were needed to remedy existing 
deficiencies and to supplement inadequate mobilization potentials in 
these classifications. Secondly, and of even more immediate urgency, 
was the necessity for getting work into our shipyards, fast, to prevent 
a near-total collapse of this strategic industry. 

Unfortunately, realization of our hopes along this line has not been 
up to expectations. Not a single one of the passenger vessels is in 
work, nor has a contract been let for a single one of the large, modern 
tankers to be chartered to the Navy. 

Our purpose here today is not to carp or criticize, or to place respon- 
sibility for the delays, except insofar as any facts developed may 
avert similar delays in the future. While our committee is striving 
to do through these discussions, is to find out how to get these pas- 
senger vessels, and the 15 tankers in question, on the ways. 

We want to meet the industry and defense deficiencies—and we 
want to get some thousands of our irreplaceable shipworkers back 

- 
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into the yards, before they and their invaluable skills are lost forever 
to the shipbuilding industry. 

Some of my colleagues and I have very definite opinions on the 
matters under inquiry, but there will be opportunity to voice these 
as the hearing proceeds. Because of their pertinence to one phase of 
the discussions, however, I would like to insert in the record at this 
point some correspondence between my predecessor as chairman of 
this subcommittee, Senator John Marshall Butler, and officials of 
Commerce, Maritime, and Navy; also correspondence between 
Congressman Thor C. Tollefson and members of the House Merchant 
Marine and Fisheries Committee and the Maritime Administrator. 

This correspondence deals with the controversy as to whether or not 
the tankers for charter to the Navy are special-purpose vessels and 
therefore entitled to 100 percent insurance of 87% percent of their 
cost. This point, I am sure, will be discussed at length by various 
of those who will testify. I probably will have something to say on 
it myself. 

Also, I am sure, there will be mentioned the trade-in tanker pro- 
gram, authorized under Public Law 574, for which funds in the amount 
of $26 million were provided as a starter. Some progress has been 
made on this, but I believe its possibilities are well worth further 
exploration. 

(The documents above referred to are as follows:) 


Unirep States SENATE, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
October 22, 1954. 
Hon. StnctarR WEEKS 
Secretary of Commerce, 
Department of Commerce, Washington, A. 

DearR Mr. Secretary: I have recently received several inquiries from people 
interested in submitting bids in connection with the 15 tankers to be built by 
private parties and long-term chartered to the Military Sea Transportation Ser- 
vice. You will recall that those tankers are provided for by Public Law 575 of 
the 83d Congress, 2d session, and bids are due to be received by MSTS on Novem- 
ber 19, 1954. 

In such instance, the question has been about the same; that is, ‘‘whether if the 
Secretary of Defense would certify that those vessels are essential to national 
defense, the Secretary of Commerce would be authorized by section 1103 of Public 
Law 781, 83d Congress, 2d session, to issue Government insurance of 100 percent 
of the principal of and interest on loans and mortgages covering up to 87% percent 
of the owner’s actual cost of construction?” Another way of stating the same 
question would be, ‘‘Are these tankers ‘special-purpose vessels’ within the meaning 
of Public Law 781?” 

My first response to all such inquiries was that the language of the statute 
itself, plus its legislative history, must contain the best answer. However, in 
view of the fact that bids are due so soon, if the statute is ambiguous, and if the 
legislative history fails to resolve the doubt, it might be helpful for you to know 
my own views as chairman of the subcommittee to which the bill was assigned. 

Except for the so-called special-purpose vessels, Public Law 781 limits Govern- 
ment insurance of private loans and mortgages to 90 or 75 percent of the owner’s 
actual cost of construction. However, section 1103, Public Law 781 provides: 

“That in the case of special-purpose vessels certified by the Secretary of Defense 
to be essential to national defense, the Secretary of Commerce may insure 100 
percent of the principal of and interest on any such mortgage eligible for insurance 
as hereinafter provided and upon such terms as the Secretary of Commerce may 
prescribe.” 

The term “special-purpose vessel’’ is not defined in the statute. However, in 
our report (Calendar No. 1817, Rept No. 1804, 83d Cong., 2d sess.), a copy of 
which is attached, we said the following in the first paragraph, page 6: 

“Tt should be noted that these special-purpose vessels the size and speed of 
which must be approved by the Secretary of Commerce to be eligible for 
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mortgage aid under section 509 of the Merchant Marine Act, 1936 (46 U.S. C. 
1159), and in respect of which the minimum down payment by the mortgagor 
required by that section would be 124 percent of the cost of such vessel.”’ 

I find nothing ambiguous in that language. 

{| It is true that on the preceding page of the report, we made the following 

statement: 

‘“‘However, it was learned that there were certain special-purpose vessels 
(roll-on, roll-off type ships of a heavy lift design somewhat similar to the Sea 
Train vessels) which certain shipping companies were prepared to contract 
for promptly if the bill, as introduced, were enacted, and if the Secretary of 
Commerce found the applicants otherwise eligible for the benefits of title XI.’’ 

I am told it might be contended that the only “special-purpose vessels” to which 
we intended section 1103 of Public Law 781 to apply were roll-on, roll-off type 
ships. It seems to me that this argument lacks merit since it would require one 
to ignore the fact that we used the limiting word “certain” before referring to 
‘special-purpose vessels’ of the roll-on, roll-off type. Furthermore, it would 
emasculate the broader and more specific definition of the term “special-purpose 
vessels”? which we purposely employed on page 6 of our report. 

Leaving the language of the report for a moment and turning to the vessels 
themselves, for the purpose of ascertaining what, if anything, makes them “‘special- 
purpose vessels,” the following characteristics persuade me that they have a very 
special purpose, quite different from that which a commercial operator normally 
would have in mind if he were designing tankers for his own use: 

1. These vessels may never be operated commercially 

As you know, these vessels are being built not for the purpose of commercial 
operation but for chartering to the Navy for ten years. Since the Navy may 
exercise its option to purchase, it is possible they will never be operated com- 
mercially. 

2. Their size is limited to approximately 25,000 deadweight tons 
Apparently, as a result of the fact that industry witnesses vigorously urged 
that they be permitted to build these vessels up to 32,000 deadweight tons, 8. 
3458, as passed by the Se nate on May 24, 1954, provided for tankers ‘‘not less 
than 25,000 nor more than 32,000 deadweight tons’. However, on July 14, 1954, 
the House passed 8. 3458 limiting the size to approximately 25,000 deadweight 
tons. On July 23, 1954, this limitation was adopted by the conferees, 
In this connection, it is worth noting that on March 30, 1954, Admiral Dene- 
brink in testifying before the Armed Services Committee on 8. 2788 (superseded 
by S. 3458) stated (p. 61) that he would ‘‘raise a strong objection’ to changing 
the maximum size from 25,000 to 32,000 deadweight tons because, “The Navy 
Department wants these vessels of a special type as to size and speed’”’ 
In the same vein, Admiral Denebrink in testifying before a House Armed 
Services Subcommittee said: 
* * * So I wish to assure the committee that the type of ship which we have 
specified is the type of ship which the military needs to fulfill its military com- 
mitments, and to go to a larger ship which would fit commercial requirements, 
is opposed by the Navy Department. (See House Armed Services Commit- 
tee printed hearing No. 97, pp. 4996-4997, July 11, 1954.) 

3. Their 18-knot speea at 80 percent of normal is special 

As I understand it, the Maritime Administration and the Department of 
Defense until recently had established 18 knots as the required speed for newly 
constructed tankers where old tankers were to be tradeci in. I am informed that 
about 2 weeks ago this speed requirement was reduced to 16 knots, primarily 
because the industry appeared unwilling to build new 18-knot tankers for com- 
mercial use. However, for the 15 tankers in question, the requirement of 18-knot 
speed at 80 percent of normal (not maximum) horsepower is unchanged. 

I am further informed that for commercial purposes, tankers would be designed 
so that the margin between the horsepower require cd to develop service speed, 
and the maximum horsepower, would be from 20 to 25 percent. The specifica- 
tion on the 15 tankers in question, however requires about a 3744 percent margin 
between service speed horsepower and maximum horsepower. 

4. Their permanent bunker capacity for 18,000 miles at 18 knois is special 

I am informed that this requirement, too, is very unusual, if not unique, for 
commercial tanker operations. 

I am sure you understand that in giving you my views as to whether these 
vessels are ‘“‘special-purpose vessels’? within the meaning of Public Law 781, I 
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am not suggesting that it is either wise or necessary for you to extend 100 percent 
insurance coverage to them. That type of decision was left to your sound discre- 
tionary judgment. My only purpose is to convey to you my opinion that you 


have the power, under section 1103, Public Law 781, to issue 100 percent insurance 
of the principal of an interest on loans and mortgage covering up to 8744 percent 
of the owner’s actual cost of construction of the 15 tankers in question, 
pincerely, 
JoHN MarsHati BuTLEer, 
Chairman, Senate Water Transportation Subcommittee. 





NOVEMBER 22, 1954. 
Vice Adm. Francis C. DENEBRINK, 
Commander, Military Sea Transportation Service, 
Navy Department, Washington, D. C. 


DeaR ADMIRAL DENEBRINK: I am enclosing a copy of a letter which I recently 
sent to the Maritime Administrator concerning the applicability of mortgage 
insurance to the industry-built long-term charter tankers. I thought you would be 
interested in my views on this subject. I have not received a reply but when I do 
I will send you a copy. 

My only concern is that the Government get spirited bidding from all responsible 
parties who might be interested in building these ships. Accordingly, and without 
desiring any information about specific bids, I would like you at your early 
convenience and in connection with these long-term charter tankers to give me 
your estimate or opinion of the monetary difference, if any, which it will make t9 
the United States: 

(a) if no mortgage insurance is made available. 

(b) if 90 percent insurance of 87% percent of the owner’s actual cost of 
construction is made available. 

(c) if 100 percent insurance of 87% percent of the owner’s actual cost of 
construction is nade available. 

With kind regards, I am, 

Sincerely yours, 
JoHn MarsHALL BUTLER, 
Chairman, Subcommittee on Water Transportation. 





DEPARTMENT OF THE Navy, 
MILitaRy SEA TRANSPORTATION SERVICE, 
Washington, D. C., January 19, 1956. 
Hon. JoHN MARSHALL BUTLER, 
United States Senate, 
Washington 25, D. C. 

My Dear Senator Butver: In your letter of November 22, 1954, you re- 
quested my views with respect to certain aspects of mortgage insurance in connec- 
tion with the program for the charter by the Navy of 15 large, fast commercial 
type tankers under Public Law 575, of the last session of Congress. Specifically 
you asked my estimate or opinion of the monetary difference, if any, which would 
arise to the Government 

(a) if no mortgage insurance is made available. 

(b) if 90 percent insurance of 8744 percent of the owner’s actual cost of 
construction is made available. 

c) if 100 percent insurance of 87% percent of the owner’s actual cost of 
construction is made available. 

IT had hoped to be able to base a reply to your inquiry on the results of the invita- 
tion for offers issued by me in connection with the proposed charters. However, 
the original offers, which were submitted November 19, 1954, were so few and, at 
that time, so lacking in details, as to prevent any satisfactory evaluation. It was 
hoped that as time went on the offerors would succeed in firming up their offers 
with substantiating data to permit a conclusion on the points raised by you. As 
of this writing it seems unlikely that there will be submitted by the present offer- 
ors, for some time at least, information acceptable as the basis of an estimate. 
However, rather than delay further a reply to your letter, I should like to offer 
the comments that follow. 
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On the basis of such offers as have been submitted to me and on information 
developed in conferences held with the offerors, it is apparent that none of them 
is able to construct the proposed tankers for charter under the provisions of Public 
Law 575, 83d Congress, unless mortgage insurance is made available. Whether 
these offerors can qualify for financing under the mortgage insurance program is 
not known to me because the regulations under which such insurance will be avail- 
able have not been determined, nor have the offerors furnished firm data to sub- 
stantiate their financing plans sufficiently to permit a judgment on my part as 
to the reasonableness of their expectation of obtaining such insurance. 

Assuming that all of the firms that have made offers are able to qualify for 
mortgage insurance, and further assuming that their indicated financing and 
operating plans materialize, the Government probably could obtain charters for 
14 of the proposed 15 tankers with mortgages insured at 90 percent of 874 percent 
of the owner’s cost of construction. It is not possible to estimate what the 
“‘monetary difference” to the Government might be between its granting insurance 
and not doing so inasmuch as, without the insurance, none of the proposed tankers 
is likely to be available under the limitations embodied in Publie Law 575, 83d 
Congress. 

Having your questions in mind, I have made it a point to have each offerer 
asked how much of a reduction in the charter hire rate to the Government would 
result if mortgage insurance of 100 percent rather than 90 percent of 87!4 percent 
of construction cost was made available. None of them has indicated that any 
reduction would result. Various offerers have stated, and I concur, that the 
savings to them of mortgage insurance of 100 percent rather than 90 percent of 
87% percent of the construction cost would probably approximate $10,000 per 
year ($100,000 for the charter period) or about $0.03 per deadweight ton per 
month. 

It will be apparent from the above that the Navy probably will be unable to 
obtain firm offers for charters under the restrictions in Public Law 575, 83d 
Congress, unless, and until, the question of mortgage insurance has been settled in 
favor of the Government granting such insurance; that among the present offerers, 
enough represent that with mortgage insurance of 90 percent of 87% percent of 
construction cost, they can firm up their financial plans and submit offers to 
charter 14 of the 15 proposed tankers and that little, if any, saving will accrue to 
the Government in reduced charter hire if mortgage insurance of 100 percent of 
8714 percent of cost of construction is granted, 

I hope these comments will assist you in evaluating the situation confronting 
the industry and the Government in implementing this most important program. 

Sincerely yours, 
F. C. DENEBRINK, 
Vice Admiral, USN Commander Military Sea Transportation Service. 


——— 


JANUARY 31, 1955. 
Vice Adm. Francis C. DeEN»EBRINK, USN, 
Commander, Military Sea Transportation Service, 
Navy Department, Washington, D. C. 

Dear ApMIRAY DENEBRINK: Thank you very much for your letter of January 
19, 1955, in reply to my letter of November 22, 1954, concerning certain aspects 
of the interrelation between Mortgage Insurance and the Tanker Long Term 
Charter program. As you know, at the time of my earlier letter I was Chairman 
of the Water Transportation Subcommittee and wrote you in that capacity. 
Since Senator Magnuson is now Chairman of the Subcommittee on Merchant 
Marine and Fisheries as well as the Interstate and Foreign Commerce Committee, 
I am forwarding to him a copy of this letter and my file on the matter. 

The Water Transportation Subcommittee staff had been advised by repre- 
sentatives of almost all those who offered to charter the tankers in question that 
they would not be able to firm-up their offers unless 100 percent insurance of 
874 percent of the cost of construction, or some other equally valuable assistance, 
were made available. The staff was also advised by various lending institutions 
that 100 percent insurance of 8744 percent of the cost of construction was a neces- 
sary prerequisite to their participation in the program. 

Thus there would appear to be a conflict between my information and certain 
information upon which you based part of your recent reply. I have asked the 
subcommittee staff to recheck its information on this point; and accordingly, I 
would appreciate it if you would have a similar check made of your source ma- 
terial, advising me of the outcome at your early convenience. 


62776—55 2 
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Furthermore, one of the offerors, Mr. Gordon Duke, in a letter to Mr. Donald 
Leavens, dated December 30, 1954, stated: 

“If the Secretary of Commerce should decide that he would insure only 90 
percent of an 87! percent mortgage on these tankers, then private owners could 
not afford to build them because a double payment of interest on the 10 percent 
uninsured portion of the mortgage is required and would add over $300,000 to 
debt service and thus about wipe out most of the cushion.” 

At my request Mr. Duke furnished me a copy of this letter, which, I understand, 
he also furnished your staff. 

Your recent letter would indicate that contrary to Mr. Duke’s conclusion, the 
difference would probably approximate $100,000 for the charter period or about 
$0.03 per deadweight ton per month, rather than $300,000. 

Because of this difference in estimates I have asked Mr. Duke for further 
information. I would also appreciate it if you would furnish me with a more 
detailed breakdown of your $100,000 conclusion and an appraisal of the cost- 
analysis contained in Mr. Duke’s letter to Mr. Leavens. 

With kind regards, I am, 

Sincerely yours, 
JOHN MARSHALL BUTLER, 
United States Senator. 


DEPARTMENT OF THE NAVY, 
Minirary SEA TRANSPORTATION SERVICE, 
Washington 25, D. C., February 17, 1955. 
Hon. JonN MARSHALL BuTLer, 
United States Senate, Washington, D. C. 

My Dear SENATOR Bouter: I note from your letter of January 31, 1955, that 
representatives of some of the firms that have offered to charter large fast tankers 
to the Department of the Navy under the program encompassed by Public Law 
575, 83d Congress, have indicated to you that they could not construct the tankers 
without obtaining mortgage insurance from the Government for 100 percent of 
8716 percent of the cost of construction. Shortly after the offers were submitted 
members of my staff interviewed representatives of each of the offerors and asked 
the specific question of whether his firm could construct the tankers offered with 
mortgage insurance for 90 percent of 8744 percent of the construction cost. All 
but one answered in the affirmative and that one did not condition his written 
offer on receiving any mortgage insurance although he orally stated that he would 
require 100 percent of the 87% percent coverage. However, recently several 
others have indicated that mortgage insurance for 100 percent of 87445 percent of 
the construction cost is necessary. Regardless of their present position there is 
no doubt that in the beginning most of the offerors were convinced they could 
offer charters with mortgage insurance of less than 100 percent of 8714 percent. 

As to the difference in cost to the Government in charter hire between mortgage 
insurance of 90 percent and 100 percent of 87! percent of construction cost, 
again my estimate of $100,000 savings to the owner was based on estimates by the 
various offerors. Mr. Gordon Duke, whose estimate of $300,000 is quoted by 
you, originally concurred in the $100,000 estimate but later advised that the 
proper figure was approximately $300,000. Mr. Duke’s last estimate is based on 
the assumption that with 90 percent of 8744 percent coverage of construction cost 
by mortgage insurance furnished by the Government, the Government would not 
permit a reduction of the 10 percent of 8744 percent of the borrowed capital not 
covered by Government insurance until after the full payment of that portion of 
the loan insured by the Government. This assumption, if true, would require 
the owner to pay full interest at perhaps a relatively high rate on the full 10 per- 
cent of 8744 percent for the entire term of the loan insured by the Government. 
Mr. Duke also assumed that with mortgage insurance for 90 percent of the 8744 
percent of construction cost he will be required to borrow a substantial sum to 
keep on hand as a ‘“‘cushion’’ against extraordinary off hire periods. These 
assumptions apparently account for his apprehension as to the great difference in 
costs to the owner under mortgage insurance of 90 percent and of 100 percent of 
8714 percent of construction costs. 

No other owner has made the same assumption as Mr. Duke. As the Secre- 
tary of Commerce has announced no terms for mortgage insurance on vessels 
chartered to the Government for 10 years, I am not in a position to say whether 
Mr. Duke’s estimate will prove more accurate than those of the other offerors. 
It seems clear, however, that if an owner is permitted to pay off at any time 
uninsured borrowed capital from earnings in excess of that required to retire the 
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portion insured by the Government, the extra cost to the owner may reasonably 
be expected to be about $100,000 for the 10-year charter period. This of course 
assumes that the 10 percent of 8742 percent can be borrowed as junior capital at a 
reasonable rate of interest. 

If I can be of any further assistance to you in this matter, please do not hesitate 
to call upon me, 

Sincerely yours, 
F. C, DENEBRINK, 
Vice Admiral, USN, Commander Military Sea Transportation Service. 


Marcu 30, 1955. 
Hon. CLARENCE G. MORSE, 
The Maritime Administrator, 
Washington, D. C. 


Dear Str: The letter of March 15 addressed to Congressman Bonner by 
John J. Grogan concerning the building of tankers for charter to MSTS and the 
report coneerning the insurance of mortgages on such vessels which appeared 
in the March 24 issue of the Congressional Information Bureau Bulletin, together 
with your recent pronouncement with respect to the tankers not being special 
purpose vessels, have caused us to give the matter involved further study and 
review with regard to what we had in mind when we used the words “special 
purpose”’ vessels. 

As a practical matter, the legislative history may seem somewhat confusing. 
It will be recalled that our committee considered and passed Public Law 288 
(H. R. 6441) during the first session of the 83d Congress. The enactment of 
this law produced no private financing of merchant-type vessels. Later we con- 
sidered H. R. 8637, the revision of which became H. R. 9987, which was enacted 
as Public Law 781. Meanwhile, we had enacted Public Law 574, which had to 
do with a trade-in tanker program based on a bill considered in the Merchant 
Marine Committee, and Public Law 575 coming out of S. 3458 which was con- 
sidered in the House Armed Services Committee. The situation which we were 
endeavoring to meet came out of a confusion of the testimony. We think that 
the underlying purposes common to the whole effort were to get some tankers 
for both operating and reserve capacity for the Navy and to give the shipyards 
some immediate work. 

Inasmuch as there was no doubt in our several minds as to what purpose we 
were trying to accomplish, one can presume that we never questioned the use 
of the words which seemed to express our purpose sufficiently to pin down an 
exact meaning for someone who might not have been involved in the various 
actions leading up to the passage of the several laws. The fact remains that 
our committee was aware of the tanker bill of the Armed Services Committee, 
and had in mind the possibility of those tankers being constructed with funds 
to be made available under the private financing measure rather than with Gov- 
ernment funds. We have reviewed the hearings in the House committee con- 
cerning H. R. 8637 from which Public Law 781 developed without finding any 
discussion intended to define the words ‘‘special purpose.’”’?’ When H. R. 9987 
was called up in the House on July 30, 1954, at which time the House passed 
the bill, the discussion between Mr. Shelley and Mr. Allen was on another point 
of uncertainty which they wished to make clear. It can be presumed from the 
fact that they discussed one uncertainty and no others would in itself indicate 
that there was no uncertainty in their minds concerning the other points in 
the bill. 

When S. 3458 was enacted in the House on July 14, 1954, there was quite a 
discussion between Mr. Tollefson and. Mr. Vinson and subsequently between 
Mr. Vinson and Mr. Allen (p. 9959 of the Congressional Record). The closest 
language to a definition of the ships presently involved which we have run across 
was the statement of Mr. Vinson to Mr. Allen as follows: ‘‘The gentleman loses 
sight of the fact that there are specially designed, high-speed tankers. These 
tankers are being built to meet certain military requirements on account of the 
submarine menace.”’ Mr. Allen’s difference with Mr. Vinson was not on the 
point that the tankers involved were for a special purpose but only that tankers 
built with private financing and privately owned and operated could carry out 
the purpose as well as Government-built and Navy-operated tankers. Mr. 
Tollefson’s point was that it would be less costly to build the tankers with pri- 
vate financing than with Government funds. 

When the Senate was considering H. R. 9987, Senator Butler made the follow- 
ing statement: “In certain instances, for special purpose vessels which the Secre- 
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tary of Defense has certified are essential to national defense, the Secretary of 
Commerce may pay as insurance up to but not to exceed 87% percent of the 
amount paid by and for the account of the mortgager or borrowers ” 

Probably the situation could be summed up this way. We recall no exact 
definition of what was intended by the words “special purpose’’ vessels which 
would exactly solve the present uncertainty. On the other hand, we are quite 
sure that had the question which was posed to you for determination been posed 
to us at any time throughout the consideration of the bill or afterwards, we would 
have taken the position that the language of the bill and the intention of the 
committee was such that 100 percent insurance of an 874-percent loan was such 
that 100 percent insurance of an 87%-percent loan on the tankers presently under 
consideration for building and charter to MSTS would have been permissible. 

We are still of the opinion that the need for the tankers as a matter of national 
defense continues great and that the condition of the privately operated shipyards 
as a potential mobilization base is exceedingly poor. We are, therefore, hopeful 
that you might reconsider your position and find that these Navy tankers are 
such “‘special purpose’’ vessels as are qualified to be built under the 100-percent 
insurance provisions of Public Law 781. 

Sincerely yours, 
Thor C. Tollefson, M. C.; John J. Allen, Jr., M. C.; John F. Shelley, 
M. C.; William Mailliard, M. C.; Edward A. Garmatz, M. C.; 
Cecil P. King, M. C.; Henry J. Lathan, M. C.; Thomas P. O’ Neill, 
Jr.. M. C.; Thomas M. Pelly, M. C.; Frank C. Osmers, Jr., 
M. C.; Richard Wigglesworth, M. C. 


DEPARTMENT OF COMMERCE, 
MARITIME ADMINISTRATION, 
Washington, D. C., April 11, 1955. 
Hon. Toor C. To.ierson, 
House of Re presentalives, 
Washington, D. C. 


Dear Mr. TouLerson: This is in response to your letter of March 30, 1955, 
signed and concurred in by several members of the Merchant Marine and Fisheries 
Committee and other Members of Congress, concerning the insurance of mortgages 
on tankers built for charter to the Navy under Public Law 575, 83d Congress. 
You request reconsideration of the Maritime Administration conclusion that those 
proposed tankers are not special purpose vessels and, therefore, are not eligible 
for 100-percent ship mortgage insurance under Public Law 781, 83d Congress. 

We have carefully examined the history which you kindly set forth in your 
letter and find that it does not call for any modification of our own conclusion 
from the legislative history to the effect that the granting of the mortgage insur- 
ance lies within the sound administrative discretion of the Administrator, and that 
insurance up to 100 percent on 874% percent of the owner’s construction cost of 
the vessel may be granted, provided that the vessels are special purpose vessels 
and are certified by the Secretary of Defense to be essential to national defense. 

With this history of Public Law 781 in mind, we have determined, after a study 
of the characteristics and intended use of the proposed tankers, that they are not 
special purpose vessels for the purposes of Public Law 781. It is our understand- 
ing that the tankers will be used by the Department of Defense to meet the general 
requirements of the armed services for the transportation of petroleum, and that 
additional requirements of the armed services of a similar character will be met by 
regular commercial tankers. It is our further understanding that the proposed 
tankers at the end of the Navy charter thereof could be employed in the carriage 
of petroleum for commercial account. 

The Maritime Administration appreciates the importance of moving forward 
with the Navy charter and build program under Public Law 757. The Maritime 
Administration is considering applications for Federal ship-mortgage insurance 
up to 90 percent of 87% percent of the cost of construction of the tankers. We 
are presently considering 2 applications on the basis of 90-percent insurance. 
An application from 1 company involves construction of from 2 to 5 tankers. 
The second applicant has informed the Maritime Administration of his intention 
to ament his application on the basis of 90-percent insurance. This involves 
possible construction of nine additional tankers. We are hopeful that other 
pending applications can be worked out on the 90-percent insurance basis. 

Sincerely yours, 
CLARENCE G. Morsk, 
Maritime Administrator. 
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AMERICAN BUREAU OF SHIPPING, 
New York, N. Y., January 4, 1956. 
Desparp & Co., INc. 
New York, N. Y. 
(Attention: Mr. Clement L. Despard, Chairman.) 


Dear Mr. Desparp: We have your letter of December 21, 1954, with which 
you submitted for our study a set of general design plans representing a type of 
tanker designed to be built by private capital for charter to the Navy for 10 years 
under the terms of the long-term charter bill authorized by Public Law 575 and 
requesting the opinion of the Bureau as to whether there are any unusual features 
of the design such as would warrant the vessels being considered to be of a special 
type, designed for special purposes. 

It should be noted that the plans submitted to us cover a design prepared by 
only one of a number of shipbuilding concerns each of which presumably has 
developed his own design and that the clients on whose behalf you have made this 
request may deal with a concern different from the one whose plans were submitted. 
However, it is understood that no matter what design is actually selected it will 
have to conform to the basic characteristics as contained in the letter inviting bids, 
issued by the MSTS under date of August 20, 1954, which are as follows: 

(a) Design.—Commercial, with 4 independent cargo systems equipped with 
pumps rated at 4,100 gallons per minute at 125 pounds per square inch, capable 
of simultaneously handling 4 different grades of products without commingling. 

(b) Deadweight tonnage.—25,000 plus or minus up to 500 at the summer load 
line in salt water, to include permanent bunker capacity to allow tanker a steaming 
radius of 18,000 miles at 18 knots. 

(c) Draft.—Not to exceed 32 feet at the summer load waterline. 

(d) Designed sea speed.—Minimum of 18 knots under trial conditions at 32-feet 
draft at 80 percent of designed normal horsepower. 

(e) Beam.—Not to exceed 84 feet. 

(f) Length.—Not to exceed 650 feet overall. 

We have made an extensive review of the various types of modern tankers 
built during the past several years for American companies in an effort to determine 
which, if any, of these limitations are out of line with the present trends and 
have to advise as follows: 

(a) The provision of four independent cargo systems as specified in this item 
is a quite unusual feature of the modern commercial tankers. 

(b) The limitation of the deadweight tonnage to 25,000 plus or minus up to 
500 results in ships of somewhat smaller size than are now under contract or 
being contemplated to be built for American companies but there are under 
construction or being planned to be built for many foreign companies a number 
of tankers of even smailer capacity and whether this limitation could be said to 
constitute a special feature is debatable. 

The requirement for permanent bunker capacity for a steaming radius of 
18,000 miles is not unusual for commercial vessels intended for what are termed 
the “long haul” services but at the present time planning for such services usually 
contemplates vessels of much greater capacity than 25,000 deadweight tonnage. 

(c) (e) and (f) The limitations on principal dimensions when taken in associa- 
tion with the limitation on deadweight (but disregarding the speed discussed 
under item (d) should not impose any hardships on design or present the need 
for any unusual compromises. 

(d) The provision for a minimum sea speed of 18 knots at the full load draft 
with only 80 percent of the designed normal horsepower is considered to present 
one of the most unusual features of this design by comparison with normal com- 
mercial practice particularly when taken in association with the limitations on 
the size of the vessels. We have not been associated with the development of the 
hull forms for these designs but in association with the limits on size there would 
appear to result a speed-length ratio greater than that normally adopted for 
ordinary commercial ships with the possibility of an attendant loss in propulsive 
efficiency and fuel economy. This comparatively high speed dictates a hull of 
unusually fine form which increases the hull cost per deadweight ton and the 
high power required when taken in relation to the deadweight further increases 
the total cost per deadweight ton over and above that of the larger tankers of 
more moderate speeds now representative of commercial tankers. 

In summation it is our opinion that, based upon the types of tankers being 
built for ordinary commercial service, there are features of the required general 
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characteristics of these charter tankers which indicate that they are of a special 
type designed for special purposes. 

The plans which were submitted with your letter are being returned herewith. 

Very truly yours, 
D. P. Brown, 
Senior Vice President and Technical Manager. 

The CuartrMan. We will call first the president of the Shipbuilders’ 
Council of America, Mr. L. R. Sanford. 

Mr. Sanford, we will be glad to hear from you. 


STATEMENT OF L, R. SANFORD, PRESIDENT, SHIPBUILDERS’ 
COUNCIL OF AMERICA 


Mr. Sanrorp. Mr. Chairman, I do not have a prepared statement. 
Time did not permit me to prepare one. With your permission [ 
will give an oral statement, 

The CuartrMan. You know the subject well enough to give it. 

Mr. Sanrorp. I think Ido. IThopeI do. My name is L. R. San- 
ford. Iam president of the Shipbuilders’ Council of America, which 
is a trade association of the shipbuilding and ship-repairing industry. 
I might add that all of the shipbuilders who are interested in these 
particular programs which you mentioned in your opening statement 
are membe rs of our organization. 

The CuarrMaNn. J might at this point also state for the record, as 
long as you bring out the overall shipbuilding program, that appro- 
priations under Public Law 456, Department of Defense Appropriation 
Act for 4 special-purpose vessels for MSTS, amounted to $50 million. 

Public Law 574, Tanker trade-in and building program, which 
permits the trade-in of 10-year-old tankers toward the purchase of 
new, was given $26 million for an initial program. 

Publie Law 575, which is the long-term chartering of tankers, 20 
in all, was given $30 million for the 5 tankers to be built by the Navy. 

Then the supplemental appropriation act provided a construction 
differential for 4 passenger vessels, 2 for Moore-McCormack and 2 
for the Grace Line, of $44.5 million. 

So there is plenty of money appropriated here. That is why we 
hoped we might get some action on this matter. 

Now go ahead. Excuse me for interrupting. 

Mr. Sanrorp. I would like to start in by saying that I think it is 
well known what the condition of the shipbuilding industry is and 
has been for the past several years. Until the latter part of last year 
there had not been a contract awarded for a seagoing merchant 
vessel since November 1952. The industry was largely working, has 
been during the past 2 years, on the Mariner program which is now 
practically approaching completion, and also on a number of private 
tanker contracts also rapidly approaching completion. 

Without any backlog of further orders it has been inevitable that 
as ship by ship in these two groups was delivered, employment in the 
shipyards has been going down because there has been no work for 
the men. That employment has been going down steadily, and as 
of December 31, our last report on employment, it was still going 
down. We do not yet have the figures for the first quarter of 1955. 
We will have those probably in a few days and we can see what the 
trend is as of March 31, 1955, but my own impréssion is that the 
trend will still be downward. 
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The CHarrMan. By downward do you mean downward from what 
peak? 

Mr. Sanrorp. Downward we will say from 2 or 3 vears ago. 
Quarter by quarter it has been going down all the time. There have 
been, it is true, several contracts awarded for tankers in the last few 
months. I do not think, however, that those contracts have been 
sufficient to arrest that downward trend or start it upward again. 

The CHarrMAN. Those are private? 

Mr. Sanrorp. Not altogether; no. Four MSTS tankers are for 
the Navy. There were two contracts awarded under the trade-in 
and build tanker program. And recently a third one under that 
program. There were two tanker contracts awarded in consideration 
of the owners being permitted to sell their existing tankers foreign and 
replace them with new tankers. I think altogether there were about 
pine tankers awarded as of now. I think that isa pretty small volume 
of work for a number of large shipyards. And it is not sufficient in 
my opinion to arrest the present trend. 

“You know what happens when the employment in the shipyard gets 
down to a bare minimum. The men naturally have to be laid ‘off. 
No contractor can operate without work. They are all skilled crafts- 
men, skilled in that particular type of work. When they scatter after 
being laid off, they pick up whatever employment they can find, and 
in most cases, naturally, they are looking toward that type of employ- 
ment which affords the opportunity of permanency. 

If and when work is again in the shipyards, then of course there is 
always an endeavor to bring those men back. It is a very difficult 
proposition. I would like to cite you the instance of one large ship- 
yard in this country which, after the war, due to the slump at that 
time, went down to practically standby employ ment, and then along 
came the Mariner program and these private tankers and they had the 
obligation to build up the organization to handle that work. It took 
approximately 2 years- and this is from the president of the com- 
pany—to bring that employment back to what it had been before, 
because you never get back all your skilled craftsmen. 

You necessarily have to employ a number of green men, which 
dilutes your labor force, which decreases your work efficiency in the 
shipyard. And that means that we are approaching that same prob- 
lem again within only a very few years, of having to build up our 
employment. It is a very slow and a very tough process. It does not 
make for efficiency, it does not make for economy. A diluted labor 
force never does. 

In fact, that particular company took a contract for 3 of these 
MSTS tankers for the Navy at a distress price some little time ago; 
and it was definitely a distress price, for the simple reason that they 
felt that it was better to take a loss on those 3 ships in order to hold 
their organization together and avoid the necessity of building up a 
new organization later on when the other work that they anticipated 
would be coming along. 

That distress price is not anything that a company likes to entertain, 
but after all, they were in a dilemma there, and they had to do some- 
thing, and that is what they did. They took it without any profit, 
and without a substantial part of their overhead, merely to keep their 
organization intact. 
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When the various bills went through the last session of Congress, 
to which you have referred in your statement, we were extremely 
hopeful. We thought that we had gotten over the depression and 
were about to get unde ‘rway again. Even last fall we were still hope- 
ful because the Maritime Administration started in right away to 
attempt to implement the authority of these various bills. And they 
got off to a good start. But somehow or other, in the meantime, a 
great deal of it has bogged down. ‘The thing that bothers us most is 
the time element. Time is running against the shipyards. ‘The longer 
we go without any work, the worse condition we find ourselves in and 
the more difficult we are going to find it to get back in an operating 
condition under normal conditions, 

That time element bothers us. You mentioned the trade-in tanker 
program. That got off to a good start in the beginning. Two con- 
tracts were let shortly after Maritime got underway. Then, that 
ran into a roadblock because exception was taken to the speed of those 
particular tankers, at which they had been awarded, which was 
contrary to the understanding of the committees here in Congress as 
to what that minimum speed ‘should be. 

A stop order was issued on any more contracts at that speed. Since 
that time there have been negotiations for additional contracts at the 
higher speed that it had been understood in the Congress was the 
minimum, and that was despite the fact that a later finding of the 
Department of Defense as to lower speeds had been made. 

The original finding of the Department of Defense you will remem- 
ber was 18 knots. They came up subsequently, after Congress had 
adjourned, with a finding that they would accept vessels in a speed 
range between 16 and |] believe 20 knots, or something of that nature. 

The Cuarrman. T wenty-one. 

Mr. Sanrorp. That, of course, is what has bogged down this 
trade-in and build program. I think 2 ships have been awarded since 
that time, 1 on the higher speed basis and 1 which was a companion 
ship to the 2 originally awarded, on which a commitment had been 
made at a somewhat lower speed. I do not know what will happen 
to the balance of the ships. Four have been awarded. There are 
still six to be awarded under the authority of the bill. 

I am very hopeful of course that the Maritime Administration will 
succeed in negotiating with tanker operators for the additional six 
ships at the higher speed. As of right now I do not know how that 
will work. We have also been greatly concerned about these four 
passenger ships that you have mentioned, the Moore-McCormack 
ships and the Grace Line ships. As a matter of fact, we have been 
playing around with Moore-McCormack ships, and Grace Line ships, 
for a matter of 2 years now, and we still have not got any contracts. 

You may recall that there is a commitment between the operators 
and the Government to replace those ships because the present ships 
are over age. That is a definite commitment. Those ships were up 
for consideration in 1953, the beginning of 1953, but no request was 
made for funds for them at that time. The funds were finally author- 
ized at the last session of Congress. But still there have been no 
invitations issued. Jt is my understanding now that invitations for 
the Moore-McCormack ships will be issued this coming week but 
that the Grace Line ships will not come along until much later in 
the vear. 
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Now getting to the MSTS charter program, that has completely 
bogged down because of some unfortunate controversies about financ- 
ing, primarily. The terms of the bill, I think you are aware, were 
somewhat onerous and tended to rule out the old line, well-established 
tanker operators with ample financing, as a result of which some of 
the smaller operators had to come in. They did come in and bid 
for a total of 23 ships, although there are only 15 that will actually 
be required. 

Those bids were opened in November, I think it was November 19, 
of last year. ‘The awards of the charters were to be made in January 
of this year. It is now the latter part of April and we still are about 
where we were at the time the bids were received. That is a period 
of 5 months with nothing accomplished as far as any awards are 
concerned. 

It appears that the gist of this controversy about these MSTS 
tankers lies in the financing. There is a lot of confusion, apparently, 
on the part of a great many people, as to just what this is all about and 

what a hundred - percent mortgage loan insurance means. 

1 would like to attempt in my own feeble way to make a little 
explanation. 

Under section 509 of the Merchant Marine Act of 1936 it is pro- 
vided that an applicant may come in and ask the Government to 
finance 874 percent of the cost of aship. Financeit. In other words, 
that means put up the money for it. And there is no 90 percent busi- 
ness in there. ‘That is 100 percent of 87% percent which the Govern- 
ment under the 1936 act has authority to finance. 

The CuarrMan. If it is a special purpose ship? 

Mr. Sanrorp. No. Iam talking about the 1936 act. There is no 
limitation in the 1936 act. It definitely says 87% percent of the cost 
of the ship. 

When we came to make amendments to section 11, the mortgage 
loan insurance provision, you will recall that there were amendments 
made in 1953 and they apparently did not produce the results that 
were anticipated, and further amendments were made in the last 
session of Congress. 

Originally that bill, it was anticipated, would provide for 100 per- 
cent mortgage loan insurance, but there was objection on the part of 
some of the Government agencies to 100 percent mortgage loan insur- 
ance, and eventually the bill was passed with a limitation of 90 percent 
with, as you know, a special provision that in the case of certain 
special purpose ships they could have 100 percent mortgage loan 
insurance. 

I would like to point out just what that means. Let’s take a 
$8 million ship, which is approximately the price of these present 
MSTS tankers, 87% percent of that is $7 million. That is what under 
the 1936 act of Government would have to come forth with—$7 million 
in cash to finance the ship. 

Under the mortgage loan insurance bill, under the 90-percent basis, 
the insurance that the Government would put on the loan would be 
$6,300,000. In other words, 90 percent of $7 million, which is 87% 
percent of the total price of $8 million. So that the diiference is only a 
question of $700,000. 

Under the law, in the 1936 act, they would have had to put up the 
whole $7 million, in cash. Here they put up no cash whatsoever, only 
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insurance. In other words, they have a contingent liability. I am at 
a loss to understand why the administration is so reluctant to go ahead 
with this 100 percent mortgage loan insurance. Of course we know 
that they have to make a finding, or rather the Secretary of Commerce 
has to make a finding, that these are special purpose ships. There is 
ample evidence on many, many sides that they are special purpose 
ships. 

The very characteristics of the ships themselves spell that out. 

The Cuarrman. That is the subject of all this corrsepondence. 

Mr. Sanrorpb. That is right. 

The CHarrMAN. Signed by many, many House members of the 
Merchant Marine Committee, and the Senator from Maryland. Of 
course, that was the subject of a great deal of discussion here on the 
bill. As I recall, on my own questioning, there were two methods of 
doing this, that they did not intend to abandon the 1936 act provisions. 

Mr. Sanrorp. That is right. It was clearly stated this did not 
supersede the provisions of 509 but was an alternate method. Under 
509 the Government would have been committed for $7 million. 
Under this act with 100 percent mortgage insurance, after a finding of 
special purpose ships, they would only have a contingent liability for 
$7 million. 

The CuarrMan. I might say that in the conference on this bill the 
chairman of the House Armed Services Committee, Mr. Vinson, of 
Georgia, also in the discussions made it clear that this was only an 
alternate, that we still should proceed if deemed necessary under the 
1936 act. 

Mr. Sanrorp. That is right. I want to emphasize the fact that 
under the 1936 act the Government would have a liability of $7 million 
inecash. Under this provision they have only a contingent liability for 
$7 million and they have ample security for that liability and they put 
up no money whatever. 

Senator Pastorr. May I interrupt? 

I must say that I am a stranger more or less to this subject matter. 
Why do you say that the contingent liability is on $7 million instead of 
$8 million? 

Mr. Sanrorp. Because they only insure 87% percent of the actual 
cost of the ship. 

Senator Pastore. I thought you said they insure 100 percent? 

Mr. Sanrorp. One hundred percent of 87% percent. In no case 
does the obligation run beyond 87% percent. That is specified in the 
law—in both laws, as far as that is concerned. 

Senator Pastore. Therefore the only substantial difference is that 
in one instance it is putting up the money of $7 million and in the other 
instance it is insuring the $7 million? 

Mr. Sanrorp. That is exactly the situation. That is why I cannot 
see the reluctance on the part of the administration to go ahead with 
the insurance because they are not nearly as bad off as they would be 
if they followed the provisions, which they have authority to do, of the 
1936 act, which a man could come in and ask for. 

Of course the present administration, as you know, has substituted 
for some of the provisions of the 1936 act this concept of private 
financing, to get away from Government financing. 

The CHairMaNn. Let us be very frank about it. The application of 
the 1936 act has just fallen on deaf ears. It has been reported testimony 
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that the Maritime Administration, if anyone did apply under the 1936 
act, suggested to him that he proceed under the alternate. 

Mr. Sanrorp. That is right. Let me go a step farther with this. 
I think it has been conclusively established at least in my own mind, 
and I have talked with a great many people on this, that it is impos- 
sible to finance these tankers through private sources unless they have 
100 percent mortgage loan insurance. There has been an apparent 
effort to interest the shipyards in picking up part of the tab. That 
is the extra 10 percent, the difference between 100 percent and 90 
percent. 

Personally, I think that is a new concept of private financing to 
make a shipyard pick up part of the tab. A shipyard is a manufac- 
turing plant for building ships, and it is not an investment organiza- 
tion, ‘and I see no reason why it should be. 

The CuHarrMan. It is just as simple as A B C, that if they are going 
to be forced to pick up a part of the tab, over a 10- or 20-year period, 
they are going to add that cost to the cost of the ship. 

Mr. Sanrorp. It is going to cost them money to pick it up. 

The Cuarrman. Yes. The ‘y have to add it some place. 

Mr. Sanrorp. Certainly the 100 percent insurance is going to get 
the cheapest job to the Government as far as I can see it. I cannot 
see it any other way. 

The representatives of the interested shipbuilders are here and they 
are probably in a better position to advise whether or not they are 
interested in picking up that tab or not. My information is that 
none of them have made any commitments to that effect. 

That brings us right back then to the question of how are we going 
to get this program going. The only way it seems that we are going 
to get it going is for the Secretary of Commerce to make a finding that 
they are spec ‘ial purpose ships, for which he has plenty of justification, 
go ahead with the 100 percent and get contracts. We are not intereste .d 
in an abstract discussion of financing. We want ship contracts so we 
can get to work and put the men to work who are out of work and 
carry on. 

The CHarrMan. When I hear the suggestion of picking up the 10 
percent I think that we might have some cause to believe that if that 
should happen you might find the same conditions that existed in 
some of our housing contracts. 

Mr. SANFORD. Very frankly, I do not like the idea, and I think: it 
might come back to haunt all of us later on. I do not think it is very 
sound financi ing, and I do not think there was any intention of that 
kind of financing. I would far rather see the Government put up 
the money itself and get away from any of that sort of thing than to 
see that sort of a deal worked out. I just do not like the looks of it. 

The CuatrmMan. Of course testimony under the bill, the insurance 
bill, was to the effect that many of us felt the same way. In fact 
I did—that we should proceed under the 1936 act, that the authority 
is there. And we made it very clear this was not to supersede or 
impliedly repeal the intentions of the 1936 act. But the other law 
was passed, it is on the books, and we had lots of promises this would 
lead, if we would agree to the 100 percent, it would lead to ship con- 
struction. That is the reason we are here. It has not led to ship 
construction. 
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Senator Pastorn. May I ask a question, Mr. Chairman? 

The CHarrRMAN. Yes, Senator Pastore. 

Senator Pastore. How much money has been appropriated and 
unspent under the 1936 act? 

The CuarrMan. I have it right here. 

Mr. Sanrorp. The chairman has the figures. 

1 , mm : ; 

The CuarrMan. There is $44,500,000 under Public Law 663 for 
the four modern passenger vessels, and there are $30 million on the 
tankers, let by the Government. Four I believe. There are funds. 

Mr. Sanrorp. In addition there is $50 million for the 7 special 
purpose ships. 

The CuarrMan. The Department of Defense, four MSTS vessels. 

Mr. Sanrorpb. Seven altogether. 

The CuarrMANn. $50 million for that. 

Mr. Sanrorp. Of those, 7 the invitations were just out recently for 
the first 1 of the 7. But that is all that has been issued as of now. 
I do not know what the status of the designs on the other six ships is 
as of this time. Maybe some other witnesses here will be able to tell 
you that. 

The CuarrmMan. Of course these figures are not the true figures on 
what would be put into the shipbuilding economy of the country. 
They run into well over—and the tankers alone—well over $120 
million. 

Mr. SaAnrorp. You are speaking of the economy of the country. 
: et me give you a couple of figures to show the impact of just these 

5 ships under the MSTS program. There is employment in a ship- 
aa including both direct and indirect labor, of about 1,200,000 
hours on each one of these ships. If you assume for the sake of argu- 
ment that you have 2,000 man-hours per year, per man, that works 
out about 600 man-years of employment per ship. 

On the basis of 15 ships that would be 9,000 man-years of employ- 
ment that these 15 ships would provide. 

The employment in the shipyards is only half of it. The employ- 
ment in the supporting industries that supply the materials and equip- 
ment to the shipyards is about equivalent to the employment in the 
shipyards. So that it has quite a definite economic impact on the 
country. But more than that, I think we have bee losing sight of the 
fact that these are ships which the Department of Defense says are 
vitally necessary to that Department. We are not getting very far 
in giving that Department the ships that they say are vitally 
necessary. 

At the same time we are not getting very far in putting the ship- 
yards on an adequate mobilization basis, which they also say is 
necessary. 

The CuarrMan. I want the record to be clear that we are not just 
building these ships to create employment. 

Mr. Sanrorp. We understand that. 

The CHarrMAN. It was our understanding that these were vitally 
needed. 

Mr. Sanrorp. They are vitally needed ships and they have a 
double-barreled purpose; because they are vitally needed, the national 
security is served, and at the same time the national security is also 
served by putting the shipyards on an adequate mobilization basis 
for whatever may happen. 
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The CHatrMAN. Testimony before the Armed Services Committee 
is that not only were they vitally needed but they were of an immediate 
need, that it ought to have been done last year. The statements on 
the floor were to that effect. 

Mr. Sanrorp. My only interest in this whole thing is to help try to 
get this program off of dead center and get some contracts awarded. | 
think you understand that, Mr. Chairman. 

[ want some work in the shipyards because they are in a rather 
desperate condition and every day that goes by that condition gets a 
little worse. As a matter of fact, if it had not been for a good deal of 
work that the Navy saw fit to give us in the way of new construction 
we would be in desperate condition at the present time. That has 
helped in some yards. But bear in mind that not all shipyards take 
Navy work, and it does not help the shipyards that have no Navy 
work. 

The CHarrMaANn. I want to ask a special-purpose question. Is the 
condition worse on the west coast than on the east coast? 

Mr. Sanrorp. The condition usually is worse on the west coast 
than on the east coast. You know that, Senator. 

The CHarrMan. Senator Pastore, do you have some questions? 

Senator Pasrore. Yes. 

Mr. Sanrorp. I might say that I have understood that some of 
these Navy tankers, MSTS tankers, would be possibly built on the 
west coast if we can get this thing underway. 

The CuarrmMan. Under law, three of them would have to be. Out 
there there is practically no new ship construction at all. 

Mr. Sanrorp. Of course. We know that and we know the reasons 
for it. 

The CuarrmMan. Senator Pastore? 

Senator Pastore. This will be developed during the progress of the 
hearing. Are you familiar with any reason, either expressed or 
suspected, as to why these millions have not been committed? These 
millions that have been appropriated and are available? 

Mr. Sanrorp. The only reason that I can give you, Senator, is that 
the Maritime Administration up to now at least has not conceded that 
they are special-purpose ships. ‘That being so they of course, say that 
they cannot proceed with the 100 percent mortgage loan insurance, 
and all the investment people tell you that unless they have a hundred 
percent mortgage loan insurance they cannot be financed privately. 

Senator Pastore. That does not apply to the appropriations under 
the 1936 act, does it? 

Mr. Sanrorp. No. No. I misunderstood you. 

Senator Pastore. In any event you have given me one reason 
insofar as special service vessels are concerned. 

Mr. Sanrorp. That is right. 

Senator Pastore. Let’s get down to the vessels that are authorized 
under the 1936 act. There are appropriated there unexpended and 
uncommitted $44,500,000. 

Mr. Sanrorp. Are you talking about the passenger ship section? 

Senator Pastors. That is right. 

Mr. Sanrorp. It is pretty hard to say. You know the designs for 
these passenger ships are prepared by the owners. ‘They come into 
the Maritime Administration for their review and approval. They 
have to go to the Navy for their approval for national defense features. 











1&8 NEW SHIP CONSTRUCTION PROGRAM 


It is somewhat of a long-drawn out, arduous undertaking. But 
nevertheless these designs have been under way for a matter of 2 
years now. It seems to me that that is just too long. 

I said earlier that the invitations, so I understand, for the Moore- 
McCormack ships are going out next week. I believe Monday. 
The Grace Line ships, I don’t know why they are bogged down. 
They won’t come out, I am told, until much later in the vear. 

The CuarrMan. We ought to make clear that under the 1936 act 
there is a provision for people to make applications to build under 
that act. If the Maritime Commission grants those applications, 
then they come to Congress and ask for the money to carry them out. 

Mr. Sanrorp. Of course, they can’t do anything with the money 
We know that. 

The CuarrMan. In this particular case, in the last few months, 
there have been no requests made to the Congress for money to carry 
out the provisions of that act because no applications, with the 
exception of these passenger ships, have been recognized by the 
Maritime Board. 

Mr. Sanrorp. That ts right. 

The CHAIRMAN. So the act has been ineffective. It has been 
suspended, almost, in the air. Nothing has happened. 

Mr. Sanrorp. Naturally Maritime can’t request an appropriation 
until it has something in view in the way of a ship. 

The CuHarrMaNn. But every time they have come to the Appro- 
priations Committee, I know in the Senate, with a proposition to 
enhance our Merchant Marine or needed ships, we have been very 
receptive. 

Mr. SANForD. Yes. 

Senator Pastore. Maybe the Chairman will enlighten me on this. 
Apparently a very strong presentation must have been made before 
the Appropriations Committee when they got the $44,500,000. Why 
hasn’t that been committed in all this time? 

The CuarrmMan. That is what we are trying to find out here today. 

Mr. Sanrorp. It would seem to me that the place to ask that 
question is not of me but of the Maritime Administration. 

Senator Pastore. I know that. I was merely trying to get your 
opinion on that. We will ask that question of the proper authorities. 

Mr. Sanrorp. I realize and I think others must realize that it is 
a rather long drawn-out procedure to get the final plans and specifi- 
cations perfected. But it seems to me that it has been just too long, 
that those ships should have been underway at least by the early 
part of this vear. 

Senator Pasrore. I merely was trying to get your point of view 
on the subject. 

Mr. Sanrorp. We are disappointed in that because they haven’t 
been underway. They would have helped, too. 

The CHarrman. I have one other question which is of a general 
nature. I think we are all familiar with it. We need not go into 
the details. 

By comparison with shipbuilding programs in other maritime 
nations of the world, which are bound to become sooner or later more 
and more competitive with our merchant marine, they are going 
full blast. 


Mr. Sanrorp. That is correct. 
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The CHarrMan. Their ways are filled. 

Mr. Sanrorp. And they have been for several years. 

The CuatrmMan. They have been ever since the war. Naturally 
they were way down and had to come up. 

Mr. Sanrorp. As a matter of fact, some of the foreign maritime 
nations have rebuilt their merchant marines to a point beyond what 
they had when the war started. 

The CHarrMan. I haven’t the latest figure from the Japanese, but 
they are beyond their tonnage, their prewar tonnage. 

Mr. Sanrorpb. That is true of a number of countries. 

The Cuarrman. And I think the Swedes also. 

Mr. Sanrorp. We have given them no slight assistance in accom- 
plishing that result. 

The CHarrMan. | don’t mean that that should cause us to build 
ships we don’t need. Nevertheless if we present to Congress a plan 
that the ships are needed, that the merchant marine needs to be 
enlarged to keep up with world competition, keep the American flag 
on the seas, the comparison between what we are doing in shipbuilding 
and other nations is almost alarming. 

Mr. Sanrorpb. It needs more than just to be enlarged, Senator. 
Here is the situation that you have. 

The CuarrMan. And to keep it up to date. 

Mr. Sanrorp. These foreign nations are building new ships all the 
time. Their ships are modern and the average ages of their fleet are 
much lower than the average of our fleet. Unless we start some 
replacements we can’t keep up in competition of old ships against 
new ships. It just isn’t in the books to do that. 

That of course is the objective of this program that the Maritime 
Administration has now, to anticipate the replacement requirements 
of the various subsidized lines and not wait until the ships are actually 
20 years old and then try to do it all at once, which would be an 
impractical proposition. In the meantime you wouldn’t have any 
shipyards left in which to do it. 

The Cuatrman. Of course we might proceed in reverse and keep 
transferring ships, foreign, our old ships. Finally after 40 years they 
will have the obsolete merchant marine and we will have the new one. 

Mr. SAnForp. I wish it could work out that way. 

The CHArRMAN. Senator Payne, do you have any questions? 

Senator Payne. No, I have no questions. I want to listen to a 
little more of the testimony. 

The CuarrMan. Thank you, Mr. Sanford. We appreciate your 
testimony. 

Do you have any questions, Mr. Pellegrini? 

Mr. PEeLurGrint. Yes, sir. 

Mr. Sanford, you mentioned the fact that Public Law 575 contains 
certain onerous terms, What terms do you have reference to, sir? 
Can you detail those? 

Mr. Sanrorp. Maybe I cannot mention all of them offhand but I 
have particular reference to the provision that not more than two- 
thirds of the cost can be amortized by the end of the charter term 
period; the provision that the applicant may not sell any of his exist- 
ing ships foreign during the life of the charter; the petypr ey for the 
purchase of the ships at the end of the charter period by the Govern- 
ment at book value or market value, whichever is less. 
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All of those are very onerous terms for an operator of ships to take 
on when he is taking them on for a period of 10 years. Ten years is 
a long time. He may want to dispose of some of his older ships in 
the meantime. It may be economic for him to do so. 

Mr. PELLEGRINI. By dispose you mean dispose of the ships foreign? 

Mr. Sanrorp. That is right. He is prevented from doing that 
under the terms of this act. 

Mr. Peviecrini. When you say dispose of the ships foreign, you 
are talking about tankers? 

Mr. Sanrorp. In this particular case it would be tankers, yes, 
because only tankers are involved. But as a matter of fact I do not 
know; | have not thought of that feature of it; whether that prohibi- 
tion would apply to ships other than tankers owned and operated 
by the same company. I assume it probably would, although as I 
said I have not gone into that angle. 

Mr. PeLueGcrini, What is our present situation with regard to 
tankers, as you understand it? 

Mr. Sanrorp. As I understand it—my understanding is based on 
the findings of the Department of Defense—we are rather short in 
tanker tonnage for any emergency that may arise. That was the 
purpose of some of these bills. The trade-in and build was to get the 
old ones, hold them for an emergency, but to get in new ones. 

Mr. Peviecrini. The Defense Department has testified, has it 
not, that our shortage of tankers is a shortage that exists for initial 
impact and not the long pull? 

Mr. Sanrorp. That is true also of the passenger ships. Those are 
the two categories in which we are in short supply—particularly in 
short supply. 

Mr. Pe.iecrint. In case of emergency, as of today we are short of 
all classes of tankers, and it behooves us to have all classes of tankers 
under the American flag. Is that accurate? 

Mr. Sanrorp. I might make a slight clarification. It behooves us 
to keep all classes of tankers under the American flag. However, if 
there were an opportunity to replace an old tanker foreign and replace 
it with a new one it would be a good deal. 

The CuHatrmMan. The pressure has been to take the T-2’s and 
transfer them foreign on the premise you would get new tankers. 
Otherwise the scrap value of the T—2 would run maybe a quarter 
million dollars, whereas the minute you put a foreign flag on it, it is 
worth $600,000 or $700,000. That is the pressure. Each one. 

Mr. PELLEGRINI. You said only two-thirds of the tankers can be 
amortized during the 10-year period. That is a protection for the 
Government, is it not? 

Mr. Sanrorp. That is right. 

Mr. Pevuecrint. Also there is a provision that you described as 
onerous in the legislation, that the Government has the right to 
purchase these ships at the end of the 10-year charter period at the 
depreciated book value or market value, whichever is lower. 

Mr. Sanrorp. When I say onerous I mean onerous to the owner. 

Mr. PELLEGRINI. | realize that. That is a particular advantage to 
the Government, is it not? 

Mr. Sanrorp. Oh, yes. No doubt about it. 
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Mr. Pevuecrini. Even with these onerous conditions, can you tell 
us whether or not, in your opinion, these ships could be financed, the 
construction of these ships could be financed or would be financed by 
private investors? 

Mr. Sanrorp. Yes, there is no question but what they can be 
financed because, as I understand it, certain of the applicants already 
have the necessary commitments for that financing. 

Mr. Peviecrini. There is a further provision in Public Law 575 
that you did not detail, and that is a $5 ceiling per ton. 

Mr. Sanrorp. That is right. 

Mr. PevueGcrini. On a charter rate? 

Mr. SaAnrorp. It is a pretty slim margin. 

Mr. PeLLeGrRIni. You say that is a slim margin? 

Mr. Sanrorp. It is a slim margin and I have heard a lot of talk in 
various sources about windfalls under these contracts. I do not think 
there is any opportunity for a windfall on a $5 limitation on charter. 

Mr. PeLuLeGRINI. So that then, as I understand it, you have as your 
condition, your $5-charter limit, two-thirds amortization provision, 
and the purchase provision. But you feel, in spite of those provisions, 
which are for the benefit of the Government, that these ships can be 
built. 

Mr. Sanrorp. [| think they can be built. I see no reason why they 
should not be built. 

Mr. Peuvecrini. Do you think they could be built with 90 or 
8744 percent, in your opinion? 

Mr. Sanrorp. All of my information is to the effect that it is not 
possible to get private financing on the basis of 90-percent mortgage 
loan insurance. 

Mr. Petiecrini. Why? 

Mr. SANFrorD. Because the investment people, the financial people, 
will simply not take that risk. 

Mr. Petueerini. Why will they not take the risk? Is there not 
enough in the deal? 

Mr. Sanrorp. You had better ask them. [am not a financier. 

Mr. Peviecrini. I have no further questions. 

The Cuarrman. They testified here on the bill that they would not 
sharpen their pencils on 90 percent, and only naturally if they could 
get a hundred. 

Mr. Sanrorp. That is human nature, of course. There have been 
some very, very definite attempts made on the part of many people 
to see whether or not it was possible to get 90-percent mortgage-loan 
insurance on this. So far as I know, none of them have been suc- 
cessful. 

Mr. Pe.uecrini. In your opinion, you are not going to be able to 
get these ships built without 100-percent insurance on the part of the 
Government; is that correct? 

Mr. Sanrorp. I do not think so. If that is the case, then the 
whole program bogs down. 

The CuarrMan. Thank you, Mr. Sanford. We appreciate it. 

Mr. Pettis? 


62776—55 4 








22 NEW SHIP CONSTRUCTION PROGRAM 


STATEMENT OF ANDREW A. PETTIS, VICE PRESIDENT, INDUSTRIAL 
UNION OF MARINE AND SHIPBUILDING WORKERS OF AMERICA, 
CIO 


The CHarrMan. Mr. Pettis, you have a statement here which you 
may read if you wish. It will all be placed in the record if you want 
to discuss it without reading it. Whatever you wish is all right. 

Mr. Pertis. I would like to do this, Senator. 

The CuarrMANn. It is not too long. You can discuss the figures 
in general. 

Mr. Pertis. I would like to make a few comments on the letter 
that you sent us. 

My name is Andrew A. Pettis, vice president of the Industrial 
Union of Marine and Shipbuilding Workers of America, affiliated 
with the Congress of Industrial Organizations. 

Our organization, Senator, would like to commend this committee 
for calling this hearing. We hope that something constructive and 
fruitful will come out of it because we are very much concerned at 
the present time with the situation as it now exists in the shipyards 
in relation to work for the shipyard workers. 

There has been a tremendous lag since this program went through 
in the second session of the 83d Congress. We know that the passenger 
ships that have been discussed here for the Moore-McCormack Lines 
and the Grace Lines have been in the works for quite a considerable 
time. The vessels that these four ships are to replace are away in 
excess in age of the limits as set by the 1936 act, as was brought out 
in the testimony that was given previouslv and on the appropriations. 

We, of course, do not know except what we have heard about the 
passenger ships, that the delay is because of design work. We have 
no position on that. 

On the turn-in tankers we had hoped that along with the MSTS 
tankers they would fill in the interval between the time that these 
passenger ships would get out and the men would get to work on them. 

There is one other program that the committee put through that 
we are much concerned with, that we though was a wonderful job 
on the part of the committee, and that is the emergency repair program 
that has not been mentioned here. As you know or iginally that was 
to have been a $45 million program. The authorization went through 
for $25 million, and $12 million were appropriated. There are now $6 
million, as I understand it, in the appropriations presently before the 
Congress. 

The pcint I wish to make in regard to that is that it is being doled 
out in dribs and drabs and it is not fulfilling the objective that was 
made to this committee and to the committee of the House that it 
was a program necessary to get certain ships ready, ships that were of 
value mostly to our Navy Department, and ships that were not what 
we might say PWA ships or any such things. They were necessary 
and needed. 

The CuarrMan. The testimony on that appropriation was to the 
effect, these all being clearly special-purpose ships, that they were 
needed not only immediately but they were needed also for replace- 
ments and standby and we ought to get at the program as soon as 
possible. 

Mr. Perris. That is right, sir 
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The CuatrmMan. That is the testimony. 

Mr. Perris. That is why I bring thét point out, that we think it 
ought to be sped up. We regret that the Administration only asked 
for $6 million instead of the remainder of the $25 million. We think 
if the program was that necessary then it was that necessary to get 
that amount of money. 

On the MST tankers I think it would be better, Senator, if I read 
this statement. 

The CuarrmMan. I would like to point out to the committee that I 
think these figures are very interesting. There are presently employed 
81,880 people in the shipbuilding and ship- repairing industry, as of 
January . This is a drop of 3,000 since the previous month, and a drop 
of 25,000 in 1 year. 

Mr. Perris. That is right, siz 

The CHAIRMAN. Despite the fact that Congress had acted on these 
programs. 

Mr. Perris. Yes, sir. We would like to file this statement. I am 
not going to read it. I would like to say that this is to buttress our 
point that the shipbuilding industry at the present time, as far as the 
workers are concerned, is in a very dangerous state. 

We have projected these manpower figures in exhibit A to the point 
of effective war and private shipyard employment. In other words, 
using very carefully figures that were used in the two prior wars, World 
Wars I and II, and some figures from the Korean holocaust. 

The CHarRMAN. You say in your statement that you still hold that 
M-day at the outbreak of any national emergency would require a 
minimum nucleus—and I like that word “nucleus” because they are 
the skilled people—of 140,000 to 150,000 workers in private construc- 
tion and repair yards, and also point out, and it is very important, 
that we should not forget that there will be little or no opportunity 
to prepare for the outbreak of World War III. 

From 1939 to the middle of 1941 total private shipyard employment 
trebled because two years of fighting in Europe gave us a chance to 
build up the industry. 

Mr. Perris. I think that is true. 

The CHarrMan. I think your premise is right that we will not have 
that chance now, which we should have. In other words, we need 
time there to build up the shipbuilding industry which became so 
vital during the war. In this case I doubt if we would. 

Mr. Perris. That is very true. Of course you know that was based 
on the 1936 act when they got into operation and started to pick up 
our mere ‘thant fleet that was lagging prior to World War I. 

The Cuarrman. And at about double the cost, if we had keptyit 
alive all the rest of the time. 

Mr. Perris. Very true. 

The CHarrMaNn. It ran into billions. 

Mr. Perris. Yes, sir. Ten or twelve billion dollars, I believe, and 
a good deal of it was because of the emergency, which was a waste as 
far as the taxpayers’ money is concerned, but necessary because of the 
emergency that we were involved in. 

The CHarrMAN. The full statement with the exhibits on the general 
situation will be placed in the record. 

(The document referred to above is as follows:) 
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STATEMENT ON MANPOWER BY INDUSTRIAL UNION OF MARINE AND SHIPBUILDING 
WorKErRs OF America, CIO 


There are presently 81,800 production workers employed in the shipbuilding 
and ship-repairing industry as of January 1955. This is a drop of over 3,000 
workers since the previous month, and a drop of close to 25,000 people in 1 year. 
The total employment in the privately owned industry as of January 1955 was 
95,600 workers The situation is rapidly approaching the low of 1939 and pre- 
Korea. Not since the periods before World War II, just prior to World War I, 
and just prior to Korea have we been in such a perilous situation as we are in 
today 

Yard by yard and area by area, we are totally unfit to expand operations in 
case of emergency. We are rapidly losing our most highly skilled workers. 
For a minor emergency (such as the Korean situation) the industry will be able 
to expand sufficiently, but even here we would hit critical shortages in repair 
facilities and skills. For a major emergency, we are almost totally unprepared. 

What has happened to employment in the privately owned shipbuilding and 


repair industry since World War ITI is very clearly shown by the following table: 


En ployme nt in pr ivately owned shipyards 


Thousands of worker 


Annual Annual 
‘ verage of a oe ul Year iverage of Annual ¢ 
rea production Ave! age Of ea production average of 
worker rtal worker total 
1947-_. 121.7 7.3 1951 88. 2 101.6 
1948 109. 3 124.2 1952 115.4 131.2 
1949 75. 0 BR. 2 1953 114.5 130.5 
1950 60.2 71.4 January 1955 81.8 95.6 


Since the end of World War II, this union has been very much concerned with 
the decimation of skilled workers in the industry. We recognized that wartime 
employment in the industry was never feasible but at the end of World War II 
we pointed out that the minimum nucleus required of total employment in this 
industry in order to expand to mobilization requirements in the event of another 
emergency was 150,000 employees in the privately owned construction and repair 
yards. We have today less than two-thirds of such required employment nucleus. 

The massive advances in technology in vessel construction; the onset of a 
virtual industrial revolution in techniques in the vessel construction industry 
during World War II, has carried over to a large extent today, to cause a tre- 
mendous advance in labor productivity in this industry. 

When one takes increased produetivity into account, the nuclear employment 
requirements for private shipyards in the event of another emergency, decreases 
some, but not sufficiently to affect requirements. The main necessity for repair 
employment, at the outbreak of an emergency, and the increased employment 
required in repair yards at such time, offsets any increases in productivity which 
have occurred since World War I] 

Therefore, we still hold that M-day at the outbreak of any national emergency 
will require a minimum nucleus of 140,000 to 150,000 workers in private con- 
struction and repair yards, and 100,000 workers in naval shipyards. 

We must never forget that there will be little or no opportunity to prepare 
for the outbreak of world war III. From 1939 to the middle of 1941, total 
private shipyard employment trebled, because 2 vears of fighting in Europe 
gave us the chance to build up the industry. We will not have 2 years the next 
time. From the beginning of the defense program to Pearl Harbor, private 
employment quadrupled—going from 97,000 to 366,000 
» Attached hereto as exhibit A is a memorandum on the effect of war on private 
shipyard employment 

By 1941, before World War II, American shipyards had underway the largest 
shipbuilding program in the history of the Nation. Part of this program was, 
of course, for the British. During 1941, the lend-lease cargo shipbuilding con- 
struction for the British Government, the additional cargo ships for Maritime 
Administration account, and about 500 naval craft, were authorized in the first 
2 quarters alone. By the beginning of 1941, it was estimated by the various 
governmental agencies that the peak of the program which was at the time 
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supposed to be reached in 1942, would need over one-half million workers Chis 
of course, seems ludicrous when we consider that we really needed about 1% 
million workers in World War I] However, statistical analyses cannot foresee 


an outbreak of armed conflict and in the beginning of 1941 when the require- 
ments were projected, no one contemplate d Pearl Harbor 


Today we are being forced by changes of circumstances completely beyo id 
our control to predicate all our estimations upon the unavoidability of armed 
conflict, with most engagements to be fought overseas Kven with the present 


reserve fleet in complete ready condition (which it is not); even with the calling 
in of every vessel under foreign flag owned by American interests (whether they 
will ever reach port is doubtful); even with the assumption that none of our 
port facilities will be damaged (which is extremely unlikely), we are still in most 
port areas, particularly the critical ones, so far below minimum nuclear mobiliza- 
tion strength that the situation is nightmarish in its possibilitic 


For some time since the end of World War IT, this union has compiled mobili- 


zation requirements for our industry We do not have access to the material 
held by the procurement agencies of the Government, nor do we desire to know 
anything about such data However, there is sufficient data available for those 
familiar with the industry to judge how many men would be required in a yard 
at a time, let us say, of mobilization day minus 3 months, or peak period (which 


could be taken to be any time from mobilization plus 1 vear to mobilization plus 
18 months 

It is fairly simple for those of who have lived with the industry for decades 
to estimate how much tonnage a particular vard would be required to build in 
the event of an emergency; how many men would be required to construct such 
tonnage, and how many men would be needed as a nuclear fores It is also very 


easy in the case of repair vards to estimate how many men would be required to 


man the facilities for three-shift operation when all facilities are in use; and how 
many men would be required as the nuclear force to bring the repair vard up to 
that complement Repair vards do not expand as rapidl 
because the workers required have to be wholly trained, skilled, and versatile in 
their abilities Further, the amount of employment in any repair vard is com 
pletely determined 1 the facilities available After a certain amount of employ 
ment on any way on ship repair, the point of diminishing returns in very quickly 
reached 


as construetion vards 





To illustrate just how serious the situation is, we will examine the situation in 
a number of ports. Before doing this, however, the basis of prediction must be 
understood. All our data is based upon following assumptions 


1. The actual level of employment for the dav of outbreak of anv armed con- 
flict is practically impossible to ascertain unless one knows immediately in ad- 
vance what form the conflict will take. Not being military experts, this is impos- 
sible for us to guess. Consequently we have estimated the minimum nuclear 
force required at a time 3 months prior to any M-day situation, and we assumed 
that if this is available in a yard 3 months before M-day, the vard, with a caleu 
lated built-up of employment, will be ready for M-day situation 

2. Certain reserve facilities will have to be immediately reactivated at any out 
break of armed conflict Some of these will be required for repair work. This 
will mean that the employees of the other private shipyards in the port area will 
also have to staff the reserve yards. This means that in certain part areas (not 
all— because certain of the reserve facilities are only used for construction) 
enough of a nucleus has to be kept in going vards to be able to staff reserve yards. 
Port of Boston 

The port of Boston presently has about 1,700 production workers in private 
shipbuilding and repair yards. At M-day minus 3 months, the port of Boston 
should be employing over 10,000 production workers in the private yards alone. 
This would enable the yards to begin all-out production with the utilization of 
the reserve facilities after from 1 year to 18 months from the outbreak of the 
emergency. 


Port of New York 

The port of New York is presently employing a little over 7,000 production 
workers in private shipyards. In the event of an emergency, the port of New 
York, which contains our main repair facilities, would need over 15,000 people to 
perform the necessary repair work alone; and close to 25,000 people at M-day 
minus 3 months, if the reserve facilities are to be reactivated. Where these men 
would come from, we have no idea. 


} 
i 
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Port of Baltimore 


The port of Baltimore is presently employing about 6,000 to 7,000 production 
workers. Baltimore also comprises one of our major repair sections and will 
require at M-day minus 3 months, close to 11,000 people merely to staff the present 
facilities, and 17,000 people if all the reserve facilities were to be reactivated. 


Gulf coast 


On the gulf, the situation is even worse. All major yards are at one-third or 
less of their required mobilization nuclear strength. 


Port of Los Angeles 


In the port of Los Angeles. all major yards are less than one-half of nuclear 
mobilization strength. 

The situation is the same throughout the country. Yard after yard with very 
few exceptions have from one-tenth to one-half of minimum nuclear production 
employment. Our largest yards are the worst hit, such as Bethelhem-Quincy; 
Bethlehem-Sparrows Point; Alabama Dry Dock; and Todd. 

Our small yards look as if they are going out of business. In the early hectic 
days of World War II, employees from these small yards were working one shift 
and going on the other shift to the large yards. Today, most of these small yards 
are down to little more than maintenance workers and watchmen. 

Shipbuilding and repair requires a large proportion of skilled workers. During 
World War II, over half of all shipyard employees were classified as skilled workers 
or supervisory employees. About 40 percent were classified as semiskilled and 
less than 10 percent unskilled. Welders, shipfitters, machinists, carpenters, 
shipwrights, pipefitters, electricians, chippers, and calkers, and painters made up 
the largest shipyard occupations. These skilled forces take years to train. 

Although, during World War II, female participation in shipbuilding was en- 
couraged and women reached a peak of 11 percent of all workers in the industry; 
this development could only come later on, when the work could be broken down 
to the necessary extent to allow women to participate in it. Also, the employ- 
ment of Women was possible only on standardized work and was not feasible to 
any great extent in naval shipyards or repair yards. 

When shipyards have as little work as they have at present, and employment 
requirements rise even for a minor emergency (such as Korea), one has immediately 
to expand the labor market, which adds immeasurably to defense manpower 
shortages. The Korean emergency increased employment in the yards by over 
69 percent, and this increase was accompanied by critical shortages of loftsmen, 
layers-out, and boilermakers. What would happen in the event of all-out war 
is frightening to contemplate. 

Respectfully submitted. 

Joun J. Groaan, President. 


Exuipit A.—Tue Errect oF WAR ON PRIVATE SHIPYARD EMPLOYMENT 


The feast-or-tamine nature of the shipbuilding industry can be traced in the 
industry’s employment fiuctuations from World War I through the Korean 
hostilities. 

“The shipbuilding program of the First World War was far greater than any 
nation had ever before attempted within a comparable period. In private ship- 
yards, employment—which in prewar years had been about 50,000, and by 1916 
had attained 75,000—in 1918-19 reached a peak of more than 400,000. The 
expansion in private yards was, therefore, about eightfold.” ! 

By 1923 the total number of workers in private United States shipyards had 
declined to 68,000. For the next 15 years, the only marked fluctuation occurred 
in the depression. 

“* * * The shipbuilding industry, like others, was depressed in the early 
1930’s, but not as much below the level of the immediately preceding years as in 
the case of many industries for which the late twenties had been years of much 
activity.””2 Nevertheless, employment in private shipbuilding and repairing 
dropped below 40,000 in 1932 and 1933, and even below 30,000 for some months 
in 1933. The depression totals were lower than those for pre-World War I years. 
“Recovery began early, however, when under authorization of the National 
Industrial Recovery Act the President on June 12, 1933, allotted $238,000,000 
for the construction of 32 naval vessels. By 1934, employment in private ship- 





1 History of Shipbuilding Stabilization, The Industrial College of the Armed Forces, Washington, D. C., 
June 1947, p. 50. 
2 Op. cit., p. 10. 
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yards had increased one-fourth; and by 1936 it had regained its predepression 
level.”’ 3 

World War II brought an expansion to the shipbuilding industry that far 
exceeded any previous employment fluctuations. Private yards increased their 
employment fiftyfold between the depth of their depression in 1933 and the 
height of their wartime activity in 1943. 

‘“* * * As late as 1939 * * * the industry, though considerably larger than 
at any time since 1922, still ranked only 20th in employment among the Nation’s 
industries. In the 4 years between 1939 and 19438, employment increased to 
1,720,000 {total of private and navy yards], or more than 14 times the 1939 level. 
The shipbuiiding industry became the greatest of any single American industry, 
surpassing in employment not only every other manufacturing industry, but coal 
mining, building construction, railroads.’’ 4 

Looking at key dates in this 4-year period, we find private employment at the 
following levels: 


June 1940, beginning of the defense program 97, 200 
December 1941, Pearl Harbor rene _ 366, 400 
1942, year of greatest expansion 5 Ce — 761, 700 
November 1943, wartime peak _ - ; ers _ 1, 397, 700 


Employment started to decline in 1944, but the greatest number of layoffs 
occurred in 1945.5 In fact, the decline in 1945 resembled rather closely the rise 
in 1942. The following 5 years meant a steady reduction in the number of private 
shipyard workers, until 1950 brought the industry back to its 1939 level. The 
postwar low occurred in May 1950, when only 66,200 shipbuilders were at work. 

Immediately afterward, the outbreak of hostilities in Korea occurred, in June 
1950. Shipyard employment boomed again; while hardly on the scale of World 
War II operations, employment doubled between the 1950 low and the Korean 
peak in December 1952 of 135,300. But once more, in 1953, thousands of ship- 
yard workers received their layoff notices, and the steady fall continued—at an 
even greater rate—in 1954. 


TABLE 1.—Total employment in shipbuilding and ship repair, private yards, 1923-54 
Rs ic, A ahi ales seh ata icleice 68, 100 | 12842—Continued 

WG ttc es oe ae 55, 500 a aoa : 586, 600 
a a 7 55, 000 Be a bu 7 792, 600 
EE owitoS ce eae i eros 58, 000 | October- -_- wm to as mins inee yg OND SO 
i: ss Ak sc non la ales 60, 300 | 1943____-_-- inn dhantas 1 1, 336, 900 
DR ss a ag matics sat ai 47, 300 | 1944__ np es FR ey 
so nn Ne ae ; 60, 300 | 1945__- ee eke ate 741, 900 
NOOR oh lao orcas a 63, 900 ganueary............. Linas 
Pics eet enkiteu dewes 49, 400 a a teeters 945, 000 
1932__ ey ye ts 39, 700 . aad 774, 800 
ES ey ee 33, 800 October --- sa $17, 200 
Sere ee 4 ‘aon 166... * . =. ....-..---- 210, 000 
ieeeetoi cia ioe 48, 700 | 1947_____- ara ead 137, 300 
DO iatatatuets hen eatehe OF re tt ees. es Stes oe ee 124, 200 
RO ian eke al aE Cis Tt Mn tc losin dea wen 88, 100 
I situ es Gn a as ks 0 ae Ne 0 as we cial ow'e cw aera 2 71, 300 
ist Goa eetamaeore « eR ee 101, 600 
See vel tomes woes 102, 700 | 1952 Be tadectee 134, 200 
WOO wks. a hs eileen Oy ey Ba ib i ls teewene cece 130, 500 
| REESE aS Re, Seer het Cee EE Rss laine cmriena wares 106, 400 

January -.---. ae wi 396, 000 





1 Wartime high: November, 1,397,700. 
2 Postwar low: May, 66,200. 


Source: Bureau of Labor Statistics, U. S. Department of Labor. Averages for individual years have 
been compiled as follows: 

1923-38: Averages computed by Shipbuilders Council of America, published as table 20. Total Em- 
ployment in United States Shipyards in the Construction and Repair of Naval and Merchant Vessels, 
Annual Report, Apr. 1, 1953. 

1939-50: Averages published in “‘Shipbuilding and Repair,’”” Employment and Payrolls, Detailed Report, 
BLS, May 1951, p. 13. 

Monthly figures for 1942: Table 1. Total Employment on Construction and Repair of Naval and Cargo 
Vessels, January 1923-December 1944, Wartime Employment, Production, and Conditions of Work in Ship- 
yards, BLS Bulletin No. 824, 1945. 

Monthly figures for 1945: Table 20. Annual Report, Shipbuilders Council of America, 1953. 
ecko Averages published in table A-2, employees in shipbuilding and repairing, Monthly Labor 

view. 

1954: Average computed from monthly figures in table A-2, Monthly Labor Review, March 1955, 

3 Ibid. 

4 Op. cit., p. 9. 

‘ See figures by individual months in table 1 attached. 
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Mr. Perris. The 2d session of the 83d Congress passed a special 
measure to permit the Military Sea Transportation Service to nego- 
tiate long-term leases for 15 high-speed tankers which were to be built 
by private companies. These vessels were required by the Depart- 
ment of the Navy, and contracts were to have been awarded by 
January of 1955. 

The letter inviting bids, which was issued by MSTS on October 20, 
1954, called for them by November 1954. Since November 1954, the 
awarding of these tanker contracts has been postponed three suc- 
cessive times, presently to May 1, 1955. 

On March 15, 1955, we wrote to the House of Representatives 
Committee on Merchant Marine and Fisheries and the Senate Com- 
mittee on Interstate and Foreign Commerce protesting the second 
postponement. We are now appearing before the Senate protesting 
the third postponement. It almost looks as if none of these tankers 
will ever be built. 

In a letter to Secretary of Commerce Sinclair Weeks of March 8, 
1955, and in our letter to your committee of March 15, we stated that 
we had been given to understand that one of the reasons for the post- 
ponement of the letting of contracts for the charter vessels was that 
the administration refused to consider these as special purpose vessels 
which could receive 100 percent mortgage insurance under the terms 
of the 1954 amendments to the Merchant Marine Act. 

The letter inviting the bids, which was issued by the MSTS on 
August 20, provided that these vessels were to have certain specific 
characteristics. The characteristics required, which were somewhat 
unusual, were smaller size ships, longer hulls, with higher speeds for 
the size, than are usually constructed for commercial usage. Further, 
the designs required have independent cargo systems capable of 
handling four different kinds of petroleum or petroleum products. 

A scrutiny of The Bulletin of the American Bureau of Shipping for 
February 1955 shows that most of the tankers being built today with 
the required horsepower are much larger than 25,000 deadweight tons. 
The three Cities Service Oil Co. tankers being built at the Bethlehem 
Steel Co., Sparrows Point Shipyard, are over 32,500 tons. Most of 
the tankers being built abroad are running from 30,000 to 35,000 tons. 

Therefore, the requirement for speed and for capacity is not im- 
portant, and could easily be met in a larger vessel with no increase in 
cost ratio; but the speed requirement coupled with a limitation upon 
deadweight tonnage and size, would seem to increase hull cost and 
total cost far in excess of the normal cost per deadweight ton required 
to build a larger vessel of the same speed. 

On March 21, we received a reply from Secretary of Commerce 
Sinclair Weeks which stated that: 

On the basis of this study, it has been concluded that the use of mortgage in- 
surance authorized by title XI, Merchant Marine Act of 1936, as amended, is 
required if the Navy program is to proceed in a timely fashion. However, we do 
not believe that Government assumption of the entire mortgage risk would be in 
consonance with the philosophy advanced in Public Law 781, the latest amendment 
to title XI of the above-mentioned act. Even though there were numerous repre- 
sentations in support of 100 percent mortgage-insurance coverage when this 
amendment was under consideration, Congress enacted the lower 90 percent 
maximum insurance coverage. While Public Law 781 does permit 100 percent 
insurance on special-purpose vessels, we are not convinced that tankers construct- 


ed under the Navy program, half the estimated economic life of which would be 
covered by Government charters, require insurance coverage to this extent, nor 
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do we believe that the application of the 90 percent limitation would preclude 
the conclusion of any contracts under the program. 

The CHarrMan. When you say ‘‘March 21,” that is this vear? 

Mr. Prertis. That is true. 

In other words, the tankers will not be considered as special-purpose 
vessels for the purpose of mortgage insurance. 

The CuarrMANn. In other words, the Secretary says he does not 
believe that the limitation would preclude the conelusion of any 
contracts under the program, and he comes to that conclusion on 
March 21, which is how many months since we passed the bill? 

Mr. Perris. You figure that up, Senator. 

The CuarrMan. It is quite a long pertod of time. 

Mr. Perris. It is very true. It is a long period. 

The CuarrMan. With no contracts. 

Mr. Perris. And without work in the shipyards. 

At the original hearing on S. 2788, before the subcommittee of the 
Committee on Armed Services of the Senate, 83d Congress, 2d 
session, Vice Adm. Francis C. Denebrink, Commander, Military Sea 
Transportation Service, made a number of statements. 

He was questioned by Chairman Leverett Saltonstall as to whether 
or not he was convinced that these tankers 
will be made satisfactory for companies like the Standard Oil of New Jersey and 
the big companies, if and when the charter parties of the United States Govern- 
ment run out. 

Admiral Denebrink’s answer was as follows: 

I think that you have a very good point there, and | must be very candid with 
you in this: The trend in the modern commercial tanker is toward vessels of 
larger size. There are currently on order ships in the neighborhood of 45,000 
deadweight tons. Recently in your State they launched a ship, the World Glory, 
of 48,000 deadweight tons. The large commercial oil companies favor those ships, 

In other words, the problem of size was and probably would be a 
deterrent factor in the use of these tankers after the charter ran out. 

Chairman Saltonstall then pointed out that the modern oil-fuel 
carrier was a little slower and a good deal deeper than the tankers 
being contemplated for charter construction. 

Admiral Denebrink agreed and went on to say: 

We have, in our opinion, in stipulating the specifications for this ship, gone to 
the maximum which we can in good conscience go to in the thinking of their 
potential employment in the military. We want 18 knots sustained sea speed 
principally as a defense requirement. We want 32-foot maximum draft, fully 
loaded, because 85 percent of the ports in the world can only be entered by ships 
of 27-foot draft. 

Now we can get into the ports which we are currently utilizing with ships of 32 
feet. You will notice that we stipulated not more than 84-foot beam. Many 
tankers are in the neighborhood of a hundred feet, but we have many tight 
pockets that we have to get into, and 84 feet is the most that we feel we can handle 

The question of size, therefore, was a matter of military considera- 
tion and was not determined upon consultation with the industry. 

As a matter of fact, during the original hearings, Richard Lovelace, 
port engineer, National Bulk Carriers, testified that the tonnage 
limitations in the bill were not in the best interest of the American 
merchant marine, and that a larger tanker would be of much greater 
value from a competitive viewpoint because at the time of the Navy 
charter end, foreign competitors would have much larger ships. 


62776—55——_5 
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Mr. Lovelace testified that the modern trend was to larger and 
larger tankers. He also testified that the Navy speed requirements 
were two knots faster than the larger vessels presently being operated. 

Senator Pastore. Did I understand you correctly, Mr. Pettis, that 
the reason for your argument three paragraphs above the bottom 
of page 2— 

The question of size, therefore, was a matter of military consideration and was 
not determined upon consultation with the industry- 
do you forward that argument in order to prove that therefore they 
were special-purpose vessels? 

Mr. Perris. Yes, sir; I do. 

Senator Pasrore. That is the argument you are trying to make? 

Mr. Perris. Yes, sir. 

Senator Pastors. The mere fact that all these requirements were 
made by the military, without consultation with anyone else, in itself 
proved that it was a special-purpose vessel? 

Mr. Perris. That is very true when you couple it in with the fact 
that at the end of a 10-year charter period, when the charters would 
end, those companies which would have built those and chartered 
them to the Navy, would then have to compete in the commercial 
market without any background of charters to assure them of work 
after the 10-year period. 

Senator Pastore. In spite of these requirements the Department 
still took the position, through Secretary Weeks’ letter, that these 
were not special-service vessels and for that reason were not entitled 
to the 100 percent coverage? 

Mr. Perris. That is very true, sir. 

The Cuarrman. I do not think there was any argument questioning 
that these ships were tailored to the Navy’s needs. 

Mr. Perris. Absolutely. All the testimony so indicated. 

The CuarrMan. All the testimony was to that effect. 

Mr. Perris. Yes, indeed. Without objection. 

At the same hearing, Gordon Duke, of the Southeastern Oil Co., 
Jacksonville, Fla., testified against the restriction of vessel tonnage 
to 25,000 tons and stated that a substantial number of oil companies 
would not be interested in a vessel of that size after 10 years. 

When Admiral Denebrink was recalled to the stand after the 
testimony of Messrs. Lovelace and Duke, he was specifically asked 
by Chairman Saltonstall whether or not the Navy would have objec- 
tions to an increase in the proposed size of the vessel to 32,000 tons 
instead of 25,000 tons. 

At that point, Admiral Denebrink stated: ““The Navy Department 
wants these vessels of a special type as to size and speed.”’ 

Evidently the refusal of the Maritime Administration and the 
MSTS to consider these vessels as special purpose vessels, for the 
purpose of mortgage insurance, is going to kill this tanker program. 

The largest part of the shipbuilding program for this year was to 
have been the construction of these tankers. Only 4 of these 20 
vessels, those being build by the Navy, are now under construction. 
The 15 charter tankers are not being built. 

The tanker trade-in program is also bogged down. 

The CuarrMan. At that point, without reading these letters in full, 
addressed to the Maritime Commission and the Secretary, one from 
the Senator from Maryland, which was concurred in by myself, and 
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the other from practically all the members of the House Merchant 
Marine Committee, Tollefson, Allen, Shelley, Mailliard, Garmatz, 
King, Latham, O’Neill, Pelly, Osmers, and Wigglesworth, all mem- 
bers—point out that if there should be a suggestion that there was 
some ambiguity of the language or the question of these ships, as to 
their type, that surely it was the intent of Congress that these were 
to be special-purpose ships. That is the whole tenor of these letters 
which will be in the record. 

I have said on many occasions, again reading the testimony before 
our committee here on this matter, that it was our intention that these 
be considered in that respect and the statement of Senator Salton- 
stall, as I recall it on the floor—I will get that for the record—was 
clearly what you have stated here based upon this testimony. 

Mr. Perris. I agree that the testimony was given in an atmosphere 
that these were special ships for military. Admiral Denebrink 
pointed out the situation that they were faced with in getting these 
tankers with the different petroleum products in them to bases that 
the Armed Forces and the services had throughout the world, not 
just on the continental United States but in a great many foreign 
nations where we have bases of various kinds. 

The CuarrMan. Go ahead, Mr. Pettis. 

Mr. Perris. Our shipways are empty and our workers laid off 
while there is a running fight going on within the administrative 
branch of the Government of the United States as to the method of 
getting these vessels underway. 

We have seen that at the original hearings testimony was given to 
indicate that these vessels would not meet tanker competitive require- 
ments after the 10-year charter period. We, ourselves, think that 
the size limitation and th 1e speed increase makes these vessels much 
more expensive to build per ton than other types of tankers. 

We urge this subcommittee to take into consideration the fact that 
the Navy has declared tankers essential to national defense, and that 
this particular type of tanker is the type that is needed. 

If we should have a national emergency and these tankers are not 
contracted for, the cost of building during the emergency will be more 
than 10 times the cost of conside ring these present vessels “special 
purpose” for the purpose of mortgage insurance only. 

Further, we think that the amendments to the original bill, that 
were written in on the Senate floor, have made the risk of loss for the 
Government extremely slight. The charter rates cannot permit 
recovery by the owner of more than two-thirds of vessel cost, and the 
Government may take over the tanker at the end of the charter 
period at depreciated or market value, whichever is lower. 

The CuarrMan. You are speaking there of the Williams amend- 
ment? 

Mr. Perris. That is right, 

The CuarrMan. On the floor? 

Mr. Perris. Yes, sir; added on the Senate floor. 

The CuarrMan. Thank you, Mr. Pettis. 

Do you have any questions? 

Senator Pastore. No questions. 

The CHarrMan. Senator Payne? 

Senator Paynn. No questions. 

The CoarreMan. Thank you, Mr. Pettis. 
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Our next witness is Mr. Hutchings, of the A. F. of L., metal trades. 
At this point in the record I want to put in the record a telegram 
from the Metal Trades Council, San Francisco. 
(The telegram is as follows:) 
San Francisco, Cauir., April 19, 1955. 
Senator WARREN G. MAGNUSON, 
Senate Office Building, Washington, D. C. 


We are informed that contracts for Maritime Administration tankers can be 
awarded if Maritime Administration can be persuaded to act on the intent of the 
legislation authorizing these tankers. Those Congressmen and Senators who 
acted on this bill have recently stated in a letter that if they had been asked in 
earlier hearings, they would have stated it as their legislative intent that these 
ships are special-purpose tankers which would permit Government guaranty of 
100 percent of 87.5 percent of the mortgage. We are further informed private 
interests are ready to furnish the remaining 12.5 percent for these tankers. If 
Maritime Administration can be persuaded to rule that these tankers are in fact 
special-purpose tankers in accordance with the provisions of the bill, we are 
informed negotiations for construction could commence immediately, and the 
contract could be signed in a month’s time, which would afford much-needed 
new ship construction on the west coast. 

Tuomas A. Rore.Lt, 
Acting Secretary, Bay Cities Metal Trades Council. 


STATEMENT OF JAMES A. BROWNLOW, PRESIDENT, METAL 
TRADES DEPARTMENT, A. F. OF L., AS READ BY PAUL R. HUTCH- 
INGS, DIRECTOR OF RESEARCH, METAL TRADES DEPARTMENT, 


A. F. OF L. 


The CuartrmMan. Mr. Hutchings, do you have a prepared statement? 

Mr. Hurcuines. Yes, sir, we have a prepared statement. 

My name is Paul R. Hutchings, director of research, metal trades 
department, American Federation of Labor, fourth floor, American 
Federation of Labor Building, Washington, D. C. 

The CuarrmMaNn. The statement is brief enough so that I think you 
can probably read it. 

Mr. Hurcatnes. Thank you. In advance of reading it, may I state 
that I am appearing here on behalf of James A. Brownlow, the presi- 
dent of metal trades department, who had anticipated the opportunity 
of being with you this morning, but the short notice of this hearing 
and a previous our-of-town commitment made it impossible. 

I might also say that we have limited our statement directly to 
what we construed to be what was desired of us at this meeting. 

The metal trades department of the American Federation of Labor 
welcomes this opportunity to appear before your subcommittee in 
connection with its consideration of procedures for expediting the 
ship-construction program authorized by the Congress in 1954. 

The metal trades department was chartered by the American 
Federation of Labor in 1908 and is composed of 15 affiliated and 2 
cooperating international unions, with some or all of their members 
employed in the metal-working industry. The present total member- 
ship of these affiliated and cooperating unions stands in excess of 3% 
million. 

There is no need to emphasize to this subcommittee the extremely 
distressed state which our American merchant shipbuilding industr 
isin. Only 6 days ago the Maritime Administration released its April 
1 estimate of employment in privately owned American shipyards 
engaged in constructing oceangoing merchant vessels. Total employ- 
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ment in these yards on April 1 was estimated at only 4,500 persons 
engaged in constructing oceangoing vessels. 

It is unnecessary for us to detail to this subcommittee the extent to 
which our American shipbuilding industry and its workers have 
suffered because of the tremendous number of ship construction orders 
which American companies and their affiliates have placed in foreign 
shipyards. One recent survey summary indicated that more than 300 
vessels of over 6 million deadweight tons were built or contracted for in 
foreign yards since the end of World War II. 

The shipbuilding programs approved by the Congress last year 
included various measures designed to bolster our badly sagging ship- 
building industry, preserve a mobilization nucleus of its skilled work 
force and thus also serve to improve our national defense. 

It will be recalled by members of this subcommittee that last fall, 
upon the adoption of the various shipbuilding programs the Acting 
Maritime Administrator estimated that these programs would give 
direct employment to over 35,000 shipyard workers for about 1 year, 
and with total wages estimated at more than $149 million. 

The 35,000 man-years of work which the Maritime Administration 
estimated these programs would provide is still a long way from being 
achieved. If we consider contracts signed, and use the Maritime 
Administration’s man-year estimates, making such prorations as are 
necessary, we find that as of this date, contracts signed under all of 
the programs approved by Congress for fiscal 1955. will provide an 
estimated total of 6,671 man-years of work in the shipyards. This 
is less than 20 percent of the total estimated work to flow out of the 
combined programs. 

The CHairMAN. In other words, it only increased the 4,500 persons 
by a small amount of 2,000? 

Mr. Hurcuines. That would be correct to the extent that there 
has been the overlap completed. 

Let us look for a moment briefly, at the specific programs where the 
least progress is shown to date. 

The passenger cargo ship program which included the replacement 
of 4 passenger cargo vessels, 2 for Moore-McCormack Lines and 2 
for Grace Lines, was estimated by Maritime to provide 8,275 man- 
years of work and wages which would total about $35,200,000. To 
the best of our knowledge, these ships as yet have not gone out for 
bid. Even if they go out for bid before May 1, allowing a bidding 
period of 90 days, it “would appear that contracts could not be signed 
before sometime in August, almost 1 year after Congress approved 
this program. Almost one-fourth of the total man-years of work 
which the Maritime Administration estimated in the fiscal 1955 pro- 
gram is involyed in these four passenger cargo ships. 

Congress appropriated about $26 million for the tanker trade-in 
program, under which the Maritime Administration encourages 
private firms to trade in tankers which are 10 vears old and to use the 
funds received for such trade-ins toward the purchase of new high- 
speed tonnage. The Maritime Administration estimated that the 
funds appropriated would permit the trading in of 20 tankers and the 
building of about 10 new ones. 

Maritime also estimated that this program would provide about 
7,400 man-years of work. Up to the present time exactly three new 
tankers have been firmly announced, resulting from this trade-in 
program. These are the three which Cities Service has contracted to 
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build at Bethlehem Steel’s Sparrows Point yard. Using Maritime’s 
original estimate, only about 2,220 man-years of work have thus far 
been assured under this program as it has developed to date. 

The Navy tanker program, sponsored by the Military Sea Trans- 
portation Service, provided for the construction of 19 high-speed, 
25,000-ton tankers of a type which would include defense features 
permitting them to be used as auxiliaries of the American combat 
fleet in emergencies. The Congress authorized 4 of these tankers to 
be built by the Navy and the remaining 15 to be constructed by the 
operators with private funds and put under long-term charter to the 
Navy. 

The Maritime Administration estimated that the construction of 
these 19 tankers would provide a total of 12,400 man-years of work 
in our shipyards. The award of the 4 Navy tankers was announced 
November 17, 1954, with 3 of them going to Sun Shipbuilding and 
1 to Ingalls Shipbuilding. 

With reference to the 15 tankers to be privately constructed and 
operated under long-term Navy charters, it was announced that MSTS 
had received proposals to construct 23 tankers, which proposals would 
be evaluated by mid-January of this year. This date was then post- 
poned to March 1, and later to April 1. Up to the present time, 
there have been no definite charter awards announced. On the 
basis of Maritime’s estimates, more than 10,000 man-years of work 
have been delayed on the tie-up of the 15 charter tanker portion of 
the program. 

The problem seems to lie in the financing of the construction and 
as to whether or not these vessels should be classified as ‘‘special 
purpose”’ vessels and eligible for Government mortgage insurance on 
100 percent of 87% percent of the cost. The Maritime Administrator 
has announced that he will consider the application of Federal ship 
mortgage insurance up to only 90 percent of the 87% percent of the 
cost of these tankers. The question now seems to come down to 
whether we are going to get these vessels built and chartered to the 
Navy. It would seem to us that these high-speed, 25,000-ton tankers 
to be built to include defense features which would pe rmit them to be 
regarded as auxiliaries of the American combat fleet, might well 
qualify as “special purpose’’ vessels. 

It has now been 5 months since MSTS received bids to build and 
operate these vessels. 

It is indeed regrettable that the shipbuilding industry and its 
workers, who are so direly in need of new ship construction work, 
should be kept from obtaining it because of differences of opinion as 
to whether such construction falls in the category of special purpose 
vessels. 

The Metal Trades Department on behalf of its affiliated and cooper- 
ating international unions urges that this subcommittee use its good 
efforts to assist in getting this program under way. 

We believe that an examination of each of the shipbuilding and 
ship- -repair programs authorized in 1954 might well be made with a 
view to making certain that each of the programs is moving forward 
as rapidly as possible so that its beneficial effects will be reflected in 
employment and operations in the shipbuilding industry with a 
minimum of delay. 

Mr. Chairman, I have with me Mr. Maywood Boggs, international 
representative of the International Brotherhood of Boilermakers, Iron 
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Shipbuilders, Blacksmiths, and Helpers of America. Mr. Boggs as 
well as myself will be happy to answer any of your questions. 

Also, I would like to present, with the approval of the subcommittee, 
the current issue of the American Federationist Magazine, specific ally 
pages 13, 14, and 15, referring to an article prepared by President 
James A. Brownlow entitled “W hy Should America Stand Last?” and 
which deals in some detail with the current picture, worldwide, on 
shipbuilding. 

The CuarrMan. We will be glad to have that for the committee’s 
information. 

I have no questions to ask. I think your statement points out, as 
the statement of Mr. Pettis, that this situation is getting more and 
more serious. There should be some expeditious action to get these 
programs underway. 

Mr. Hutrcurines. We certainly concur in that. 

Mr. Bocas. May I add a word, Senator? 

The CuarrMan. Yes. Will you give your name? 

Mr. Boaas. I am Maywood Boggs, of the International Brother- 
hood of Boilermakers. 

It was brought out in Mr. Pettis’ statement that there are some 
81,880 people employed in the private shipyards of the United States. 
I want to say that that largely comes about by a program of robbing 
Peter to pay Paul. The Navy’s program is carrying that to a large 
extent. 

From a mobilization standpoint a decrease in naval shipyard employ- 
ment, thereby increasing private shipyard employment by awarding 
naval contracts to private shipyards, does not increase the overall 
mobilization potential of the country. 

The CHarrMan. No. That figure would include, for instance, the 
3 ships at Sun which if they had been built at the navy yard would 
be 6 of 1 way and half a dozen of the other. 

Mr. Boaas. The policy of the administration in that regard, when 
you pinpoint it to private shipbuilding, may be misle: ding. People 
should understand that it comes about by a decrease in naval shipyard 
employment. 

The CuatrMan. Actually the point has to be remembered, from 
your figures, that in this huge industry there are only about 4,000 
people employed in new ship construction. I do not have the figures 
but even smaller maritime countries I would think have 10 times as 
much, or more. 

Mr. Hurcuines. And that figure has been decreasing month by 
month. Maritime’s figure 2 months ago was an estimate of 5,700 
employed in private yard, new ship, oceangoing construction. <A 
month ago it was 5,200. The current figure for April 1, released this 
past week, is 4,500. 

The CuHarrMan. Mr. Strohmeier, I understand that you cannot 
come tomorrow, is that correct? 

Mr. Srroumeter. Yes, sir. 

The CrarrmMan. How long would you require? 

Mr. Srroumeter. Mine would be very short. 

The CHarrmMan. We can then hear you. We will have to close 
after that. 

Mr. StrROHMEIER is vice president of Bethlehem Steel, shipbuilding 
division. 
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STATEMENT OF D. D. STROHMEIER, VICE PRESIDENT, BETHLE- 
HEM STEEL CO., IN CHARGE OF SHIPBUILDING DIVISION 


Mr. Srroumeter. | understand one of the purposes of this bearing 
is to inquire into the delay in starting construction of high-speed 
tankers into the MSTS charter program, authorized last vear under 
Public Law 575. My remarks are confined to that subject. 

| wish to make my position in this matter perfectly clear at the out- 


set. Navy Secretary Thomas testified, and I quote, “I think the No. 
defense requirement today is to have available some high-speed 
tankers which we do not have.”’ Congress then authorized 20 tankers 


to be built. 

‘wo primary purposes were to be served, according to a committee 
report: One to provide the vital tankers and the other to provide 
badly needed work | for our badunne ssed shipvards, whose mobilization 
potent ial is a source of concern to those of our officials who feel : 
re ee y for our national security 

As a citizen and a shipbuilder I am here for the sole purpose of 
urging th: at all steps perimiss ible under existing law be taken bv the 
Government to permit going forward with the major part of the 
program, namely the 15 ships for time charter to the Navy. 

It has been nearly a vear since Congress authorized these ships. 
So far, not one single ship under the charter program has been ordered. 
If this represents the best that can be done with this program of ships 
to meet our “‘No. 1 defense requirement,’’ we had better find out why 
such things take so long and do something about it. The luxury of 
time is one thing in a period of tranquil peace in the world. 

But we should do better in these times of mounting world tensions 
before we discover we have been indulging in a luxury we cannot 
afford. Future investigations, recriminations, and fixing of blame 
will never take the place of the ships that should have been available, 
but were not. 

The shipyards have designed these ships to meet the special military 
requirements of MSTS. They have made proposals in accordance 
with usual commercial practice to the prospective operators, and 
these proposals have enabled the operators to submit charter proposals 
to MSTS within the limits prescribed by Congress. The shipbuilding 
industry is definitely not holding up the program and I know of no 
holdup on the part of MSTS. 

What seems to be holding up the program is reluctance by the 
Government in accepting financing plans proposed by the operators. 

Here we must introduce the issue of ship-mortgage insurance, 
ee by Congress last year in Public Law 581. The purpose 
of that legislation is to attract private capital into marginal ventures 
ae ‘re private capital would otherwise be unavailable, as in the case 
of the MSTS charters. 

It will be recalled that under Public Law 575, Congress limited 
the charter to a rate of $5 per ton per month, the time to 10 years, 
the recovery to two-thirds and imposed other restrictions. Had 
higher limits been authorized, the economics of the charters might 
have attracted sufficient private capital to finance the ships without 
resort to ship mortgage insurance. 
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However, the charter rates and other benefits are so low (to the 
Government’s benefit) that ship mortgage insurance is required to 
make ends meet. I am told the full limit of ship mortgage insurance 
authorized by law, namely 100 percent of a loan and mortgage of 
87% percent, is necessary to permit the seinen to go forward. 

There have been reports that some shipyards are willing to assume 
10 percent of the 100-percent insurance, but I wish to go on record 
that my company has not done so, and I personally doubt that any 
full and detailed financing programs have, up to the present time, 
been put together on such a basis. We believe that wholly aside 
from the commercial considerations, the principle of self-subsidiza- 
tion, particularly where Government mortgage insurance applies, is 
unsound and would warrant strong criticisms by Congress. 

This program of ships is being delayed by the position of the 
Maritime Administration that these are not special purpose ships and 
hence are not entitled under Public Law 781 to more than 90 percent 
insurance of 87% percent loan and mortgage. 

However, other groups whose opinion merits attention incline to 
the view that these are special purpose vessels. The record of testi 
mony leading up to the enactment of Public Law 575 is replete with 
references to the special military purposes for which standard purpose 
ships of commercial design would be unacceptable to the Navy 
Department. 

Furthermore, the American Bureau of Shipping, the country’s one 
and only classification society, has gone on record as to the special 
aspects of these ships. I am informed that a number of members of 
the House Merchant Marine and Fisheries Committee who considered 
Public Law 581 have gone on record that these tankers fall within 
the intent of the term ‘‘special purpose.”’ 

In the past few years my firm has turned out more different tanker 
designs than any other group or combination of groups. On the 
strength of that experience I humbly submit that if these high speed, 
shallow draft tankers for MSTS are not “special purpose,” then 
simple words have lost their simple meaning. 

I am sure that the conclusion of the Maritime Administration 
stemmed from the sincerest considerations and that there exists an 
honest difference of opinion. It may well be that harsh criticism of 
the agency in past years by committees of Congress (much of which 
I felt was unjustifie ‘d) has dictated a policy of overconservatism and 
desire to avoid actions that might later be criticized. 

In any event it is unfortunate that the basic purposes of the MSTS 
tanker legislation are being frustrated by failure to use all available 
legal measures to carry out the will of Congress; namely, to build 20 
high-speed tankers of first priority urgency and to help preserve our 
shipbuilding nucleus. 

In the face of opinion by so many authorities that these are special! 
purpose vessels, it is obvious there must be some validity to the view 
opposed by the Maritime Administration. In fairness, let us also 
recognize the right of the Maritime Administration to its opinion, no 
matter how we may differ with it. 

This situation, therefore, is one for a Solomon who has only the 
public interest to guide him. The choice is between building the 
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ships and not building the ships. If the decision is to go forward, 
work could be put in hand almost immediately, vital shipyard skills 
retaimed and a prime defense requirement met. 

However, before any nonmilitary agency under the jurisdiction of 
vour committee takes a final position that ae frustrate the pro- 
gram, | would think that you would wish to have a statement from 
the Secretary of the Navy that the urgency for high speed tankers 

lescribe - last year as the No. 1 defense requirement has passed. 


And so im closing I wish to thank your committee for the oppor- 
tunity to appe ar before it and to urge that all measures within existing 
lav be taker to start these charter tankers. 

The CuarrmMan. At this point, Mr. Strohmeier, I want to put in the 


record a letter from the American Bureau of Shipping which, as you 
know, under the 1916 act, was designated as the agency for the 
Government 

They go into the details but they say, and I quote from the senior 
Vice president and technical manager: 


In summation it is our opinion that based on the type of tankers being built 
for ordinary commercial service, these are features that require general charac- 
teristics of these charter tankers which indicate they are of a special type 
lesigned for a pecial purpose. 


Mr. SrrouMeter. | concur with that 100 percent. 

The CuatrMan. This is the designation the agency designated 
law uses 

Senator Payne. Certainly as a member of this subcommittee last 
vear and during the course of bearings that we held on many of these 
related matters, and on the floor of the Senate, I definitely was of the 
opinion that there was no question in the minds of the Congress and 
ipon those who testified, of the fact that these were special-purpose 
vessels 

[ agree with you that I do not quarrel with anvone who holds a 
difference of opinion in their interpretation. But f lor one want to 
sav this: If there is a difference of opinion, and certainly if it cannot 
be resolved any other way then I would strongly urge, Mr. Chairman, 
than an amendment to the bill be immediately introduced in the 
Congress setting forth specifically what we mean by “special purpose 
vessels,”’ defining it if necessary so that there can be no que stion of 
difference of opinion on the part of anyone, and get this program 
going 

The Cuarrman. I think your suggestion, Senator Payne, is a good 
one. The only reason that we attempted to discuss this matter here 
today was that apparently the Maritime Administration—and I say 
like you there may be an honest difference of opinion—is trying to 
interpret the intent of Congress. Now we have stated that intent 
over and over acain. | do hot know why there should be any more 
ints rpretation of the intent of ¢ ‘oneress. 

er Payne. The record is fairly clear on it; very clear, I think. 

The CuarrmMan. The record is clear. Statements on the floor, and 
statements from the Armed Services Committee, are clear. I do not 
know if they interpreted the intent of Congress as we say it is, and 
we say that was our interpretation at the time—TI do not know who 
would eriticize it. 

Senator Payne. If there is still a question let us spell it out and put 
it in the law so there cannot be a question 
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The CHatrman. I do not know who would complain about the 
matter. Surely we could not, after all the testimony. That is the 
reason for this. If that is necessary, I think the Senator from Maine 
has a good idea. I do not think the matter is quite that ambiguous. 
That might delay it awhile but we may have to do what you suggest. 

Mr. StrouMerER. My feeling is that there is no need to change the 
law. The remedy is right within the law that was passed last year. 

The CHarrMan. I do not see that there is any better authority as 
to the intent of Congress than the statements of Congress itself. 

Mr. StrrouMEtrerR. I do not see how there could be. 

The CHAIRMAN. Sometimes in a law it is difficult, when writing legis- 
lation, to spell out the intent. The intent of Congress is determined 
by the background of the legislation, the testimony, the interpretation 
or the seeming interpretations of the words at the time they were 
written or spoken. 

Thank you, Mr. Strohmeier. We appreciate it 

Do you have any questions? 

Mr. Peiuecrini. Mr. Strohmeier, vou made reference to the fact 
that some suggestions had been made that shipyards would participate 
in the underwriting program insofar as mortgage is concerned, and that 
vour company would not participate in such a program. Assuming 
that you were to participate in such a program, would there be any 
additional cost on vour part for the price of your participation? 

Mr. Srroumetrer. I think that would be inevitable. Let us con- 
sider where a guarantee on the part of a shipyard would leave the ship- 
yard. Under the law the Government, in guaranteeing part of a mort- 
gage, would have first call on all the broken pieces if anything went 
wrong. The shipyard would be in a junior position and would then 
be able to recover only after the Government recovered all of its lia- 
bilitv. Therefore it would be the very tail end of the risk. I cannot 
imagine any prudent businessman exposing himself to that without a 
pretty his eh rate. 

The CuHarrman. In effect what they would be saying to the ship- 
builders of America is: “You, in order to get something in your 
vards to build, are going to be asked to take a second mortgage on 
what you are going to build.”’ 

Mr. StrouMerer. Furthermore, Mr. Chairman: 

The Cuatrman. If I came to you with a private ship and said: 
“T will let you build this ship if you guarantee part of it, take a 
second mortgage,’’ you would not even accept my offer, would you? 

Mr. Stroumerrr. If we could charge a high enough price for the 
ships 

The CHarrmMan. Unless you could add it to the cost of the ship. 
But the Government is not going to let you charge that price 

Mr. Stroumeter. We should not charge that price. 

Mr. Peviearini. If you did charge the price it would add to the 
cost of the ship? 

Mr. Srroumergr. Definitely. 

Mr. Petiecrini. And thereby result in an added higher charter 
rate to the Navy? 

Mr. StrouMeier. Yes, it would. I think one of the things we are 
apt to lose sight of bere is that the very thinness of the charter . 

The Cuarrman. The $5. 
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\ir. SrrouMeter. The $5, the 10 years, the other situations, all of 
which redound to the benefit of the Government, are the very factors 
that require the ship mortgage insurance. But we should not over- 
ook the fact that in requiring ship mortgage msurance these very 
conditions result in savines to the Government So the Govern- 
ment saves at the charter end of it and may or may not have to pay 
for some of the deficiency, and only 20 years can answer that question. 

The CHatrMan. Thank you, Mr. Strohmeier, 

We will have to recess the meeting. | hate to ask these other 
witnesses to stav over but we cannot meet this afternoon. We will 
roceed again tomorrow at 10:50 

Thereupon, at 12:20 p. m., the subcommittee was adjourned, to 


reconvene at 10:30 a. m., Friday, April 22, 1955 
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FRIDAY, APRIL 22, 1955 


UNITED STATES SENATE, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
SUBCOMMITTEE ON MerrRcHANT MARINE AND FISHERIES, 
Wash ington, Bit 

The subcommittee met, pursuant to notice, at 10:40 a. m., in room 
G—16, United States Capitol, Senator Warren G. Magnuson (chairman 
presiding. 

Present: Senator Magnuson. 

[Staff assigned to this hearing: Frank Pellegrini, chief counsel, 
Wayne T. Geissinger, assistant chief counsel and A. J. Bourbon, 
professional staff member. | 

The CHarrMan. The committee will come to order. We will con- 
tinue with the witnesses that we could not hear yesterday. 

I understand that Mr. Kriesel is here to represent Busby & Sons 
and just wants to file a statement for the record, is that right? 

Mr. Kiausner. Mr. Kriesel could not be here, Mr. Chairman, and 
I would just like to file this statement for him, if I may. 

The CHarrMANn. Without objection, that will be placed in the 
record. 

(The above-mentioned document is as follows: 


STATEMENT OF MAuRICE A. KRISEL, COUNSEL FOR SPENTONBUSH FUEL TRANSPORT 
Servick, Inc., or NEw YORK 


I should like to make the following brief comment on some of the questions 
before the committee. 

1. Yesterday the president of the Shipbuilders Council pointed out the existence 
of an anomaly between section 509 and title XI of the Merchant Marine Act 1936, 
as amended. Under the former section a builder of a new vessel without con- 
struction-differential subsidy need pay only 124 percent of the cost of the vessel 
if it be designed at not less than 3,500 gross tons and a speed of not less than 14 
knots. Any other vessel requires a down payment of 25 percent of the cost. 
Under the amended title XI, on the other hand, the Government insures not more 
than 90 percent of 75 percent of the amount of the mortgage or loan, except that 
in the case of vessels eligible for the 12's percent down payment under section 509, 
the Government’s coverage is equal to 90 percent of 87'% percent. 

The purpose of the extensive amendments of title XI which have taken place 
in the last two sessions of Congress was to encourage participation of private 
capital in the construction of the American merchant marine. Yet the conditions 
under which private capital is invited to participate are substantially more onerous 
than those on which the Government itself would participate in the construction 
of new tonnage. Under section 509 maritime would pick up 100 percent of the 
deferred cost of construction whether it’s 75 percent or 87% percent; it is very 
likely that the 87% percent feature would usually obtain in the case of most new 
tonnage for use in the domestic and foreign trade. The interest payable to the 
Government would be 31% percent of the outstanding balance at any time. Private 
investors on the other hand will be insured only to the extent of 90 percent of the 
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principal outstanding and at the same time will be liable to pay the Government 
a mortgage premium ranging between one-half of 1 percent and 1 percent per 
annum. ‘The borrower would thus pay not less than 4 percent and likely con- 
siderably more while the extent of the Government’s protection would be limited 
to 90 percent of principal and interest outstanding. Obviously, the terms of 
section 509 are substantially more attractive to the builder. 

Only the enforcement of a strict policy not to make section 509 available could 
normally induce the new builder to proceed under title XI. 


2. We suggest that in the first instance private capital can be attracted to 
shipbuilding by making the conditions not less attractive than thev are under 
lirect Government financing Kiven if tithe XI is not to be rendered more at 

active than section 509, at the very least the reach of the two provisions should 
he coextensive it should be pointed out that the deficiency in this regard is not 
he responsibility of the administrative agency it is Congress that has enacted 


tle XI the limitation of 90 percent, except in certain circumstances, upon the 


principal amount of the mortgage or loan outstanding. The simplest solution to 
the whole problem is to amend title XI by providing for insurance up to 100 
percent of the amount of the outstanding mortgage or loan 

3. The present controversy has arisen precisely because of the commercial 
need that the two sections should be coextensive. Because the private market 
cannot finance on the basis presently provided, strong pressures develop to modify 
or interpret the meaning of “special purpose’’ as it appears in section 1103 


Whatever mav be the Ike gislat ve histor’ of this expression, it is bound to create 
difficulties of interpretation because of the absence of statutory standards 
Although Maritime is presumed to be especially expert in this field, the difficulties 
of construction should not be underestimated. The existence of the term in the 
statute was bound to be regarded as a limitation on its applicability, and to rais« 
doubts as to whether a passenger ship or a fast tanker or a drill boat or a dredg 
or a roll on-roll off trailer ship or any other specialized kind of vessel would 
qualify To the practical shipping man there would seem to be no doubt that a 
vessel constructed, say for the purpose of carrying chemicals, such as molten 
sulfur, and requiring special heating apparatus, and specialized hull treatment 
would represent a ‘‘special purpose” vessel. The questions of degree are the ones 
which present the greatest difficulties. 

In our opinion the very simplest method of treatment of title XT is simply to 
provide that the insurance will be available on the same terms as provided i: 
section 509 where the Government itself finances. Lacking such an amendment 
the next desirable course is to set up clear statutory standards defining special 
purpose. Some of the problems such as attempted definition raises require the 
clearest congressional visualization. The President’s Advisory Committee on 
Transport Policy and Organization reported only the other day: ‘‘The public 
interest requires the maintenance of a sound and vigorous common carrie? 
transportation service by all of the available means of transport, each operating 
Within its respective capabilities and developing in accordance with the indicated 
demand for its services. Such common carrier service is indispensable, yet the 
financial position of some of the major common carriers is precarious and they 
lack the means to offer superior service to apply technological advances with 
desirable rapidity.” 

In connection with water transportation the Maritime agency is the repository 
of strong financial resources that could sustain and are intended to sustain the 
technological advances prescribed by the national policy. The policy is explicitly 
set forth in title I of the Merchant Marine Act, 1936, which calls for a merchant 
marine both domestic and foreign commerce ‘‘composed of the best equipped, 
safest, and most suitable types of vessels.’”” The whole complex of maritime 
statutes is directed towards the accomplishment of this purpose. We ourselves 
are particularly interested in domestic transport, which greatly exceeds in size 
and scope the whole foreign commerce of the United States. 

In rough, the standard we propose would recognize the financial difficulties 
involved in creating vessels to meet specialized commercial or military needs. 
In this particular reference cost is critical because construction subsidies are not 
available. If the concept of special purpose, which is bound to be read as a 
limitation on the scope of the statute, is to be retained at all, it should be so 
defined as to take into account the overwhelming importance of this factor. 


The CuarrmMan. The committee has received a statement by the 
National Bulk Carriers, Inc., which will be placed in the record also 
at this point. 

(The above-mentioned document is as follows:) 
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STATEMENT BY NATIONAL BuLtkK Carriprs, INC. 
PUBLIC LAW 575 (88D CONG.)—-LONG-TERM TANKER-CHARTERING PROGRAM 


This memorandum has been prepared for the purpose of analyzing some of 
the provisions of the above act and to set forth certain constructive criticisms 
and suggestions which we believe are pertinent to the formulation of amendatory 
or supplemental legislation essential to induce established and_ responsible 
American-flag tanker owners to construct and operate ships under this act 

Section 1 (a) (2) provides that preference shall be given to those exclusively 
engaged in the operation of American-flag ships. This provision could be 
interpreted and administered so as to apply to vessels of foreign registry owned by 
companies related to or affiliated with the contractor. Inasmuch as almost all 
the larger American-flag tanker owners have some kind of foreign affiliation, this 
provision precludes the more substantial, efficient tanker operators from partici 
pating in this program. Accordingly, we would suggest that this restriction be 
eliminated from the act or limited so as to apply only to the specifie contracting 
company. 

Section 1 (b) provides that the average rate of charter hire shall not result in 
the recovery of more than two-thirds of construction costs of the chartered 
tanker. Assuming a construction cost of $9 million, this provision limits the 
contractor’s recovery over the 10-year charter period to $6 million. On the 
expiration date, therefore, the tanker owner is confronted with the problem of 
recovering his remaining $3 million investment with a vessel which is in need of 
extensive maintenance and replacement work due to deterioration caused by 
the carriage of clean products. 

The present limitation on the recovery of construction costs is unrealistic and 
in order to stimulate a more general response on the part of the tanker industry 
to this program, we strongly urge that consideration be given to increasing the 
allowable recovery of construction costs over the 10-year period to at least 80 
percent instead of 6624 percent as presently provided. 

Section 1 (ce) (1) requires the contractor to agree that during the charter period 
he will not transfer to foreign registry any tanker owned by him at the time of 
entering into such contract. This language should be clarified to remove any 
doubt that this prohibition applies solely to the corporation executing the contract 
and not to any parent, subsidiary, related or affiliated company. 

By entering into this contract and agreeing to this prohibition on foreign 
transfers, the participating contractor is penalized by being placed at a com- 
petitive disadvantage with American tanker owners who do not enter into similar 
contracts and also with those who form companies specifically to operate under 
this program. Newly formed participating companies, presently owning no 
vessels subject to this prohibition would have complete freedom to avail them- 
selves of legislation now in effect or which may be enacted during the contract 
period permitting them to transfer to foreign registry vessels which might be 
acquired after they had entered into contracts with the Navy. It is quite cleat 
that the provision as it presently exists discriminates against long-established 
American-flag operators who are anxious to take part in this program. 

Section 1 (d) provides that the Secretary of the Navy shall have an option 
to purchase any tanker chartered at the expiration of the contract at its then 
depreciated value or its fair-market value, whichever is lower. It further pro- 
vides that the option need not be exercised until 9 years of the charter term have 
expired. Whether the term “depreciated value’? contemplates normal or accel- 
erated depreciation is not clear, nor is it known whether ‘fair market value’ 
extends to the world market for similar type vessels or is limited to the more 
restricted market for American-flag ships. A further complication is that there 
will probably be no ‘fair market’ as these vessels, because of their particular 
type, do not have a commercial counterpart. 

While this provision successfully protects the Government against loss from 
the effects of a fluctuating market for American-flag tanker tonnage, it has 
precisely the opposite effect on an owner participating in the program. The 
only equitable arrangement is to have the risk borne equally. This result can 
be achieved by providing for a purchase price based solely on depreciated cost. 
Under this arrangement, the Government still retains its protection against a 
depressed market inasmuch as it can refrain from exercising its option to pur- 
chase. 

With reference to the provision that the Navy need not exercise such purchase 
option earlier than 1 year prior to the expiration of the contract period, we 
should like to point out that this effectively prevents the owner from negotiating 
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for al forward commitments for his vessel except during the lest vear of the 
contract In view of the substantial unrecovered investment represented by the 
essel at the expiration of the contract, we strongly urge @ revision in this provi- 
sion to require the Navy to exercise its option at least 2 years prior to the termi- 


nation of the charte: 


Section 3 provides that all tankers constructed pursuant to the terms of this 


act shall be approximately 25,000 deadweight tons each, and shall have a speed 
f not less than 18 knots. We understand that the Maritime Administration has 


lesigned and desires to construct a prototype tanker for use in the coastwise 
trade having a national defense speed of 20 knot It is assumed that both the 
Navy and the Defense Department approve the national defense speed of that 
ype of vessel. In our opinion, it is in the best interest of our Government to 
have this act amended to provide the Navy with the option of chartering tankers 


with speeds of either 18 knots as presently provided or with national-defense 


speeds greater than 18 knots up to 25 knots. The greater speed may be obtained 
by providing the Secretary of the Navy with authority to pay charter hire in 
excess of the $5 per deadweight ton presently allowed. Such additional charter 
hire would be fixed and determined by the Secretary of the Navy, based on his 


calculations, to cover the additional costs of construction and maintenance of 
the propulsion equipment required to obtain the greater speeds. 


The CHarrMaAn. The committee has also received a statement from 
L. R. Sorenson, production manager of the Newport News Ship- 
building and Dry Dock Co., which we will make a part of the record. 

The above-mentioned document is as follows:) 


STATEMENT OF L. R. SORENSON, PRODUCTION MANAGER, NEWPORT NEWS SHIP- 
BUILDING AND Dry Dock Co 


Mr. Chairman, last year, with other shipbuilding representatives, | appeared 
before your committee and, after outlining the current workload in our shipyard, 
stated that, unless pending legislation in connection with shipbuilding was passed 
the plight of labor in our vard in 1955 would be very discouraging, if not desperate 

Our yard and the shipbuilding industry in general were very much encouraged 
by the legislation passed by the 83d Congress, but, as we all know now, little has 
resulted from this legislation insofar as new contracts and work in our yard are 
concerned. 

\ vear ago, we 


had 5,500 men employed on the building of merchant ships (1 


Mariner-class cargo vessel and 5 large tankers) and 750 men on ship repairs. 

Today, approximately 1 vear later, we have a total of 50 men (designers and 
mold loftsmen) working on a single tanker for the Texas Co. We received this 
contract for the building of the Texas tanker a few weeks ago, approximately 9 
months after the trade-in-and-build tanker bill was passed. This contract is 1 
of the 4 tankers that have been authorized to date under the trade-in-and-build 
legislation and is the only concrete result, as far as our company is concerned, that 
so far has developed from the shipbuilding legislation passed by the 83d Congress. 
In addition to the 50 men mentioned above, we have 800 men working on ship 
repairs. 

If it had not been for the Navy contracts we have been fortunate enough to 
obtain, on which we have approximately 8,500 men employed, we most certainly 
would be in a desperate condition; in fact, our vard, one of the oldest and best- 
equipped private shipbuilding companies in this country, probably would have 
had to go out of business, and our force of trained shipbuilding mechanics, a 
majority of whom have been with us for more than 10 years, would have had to 
leave Newport News and find employment in some other industry elsewhere. 

In connection with the 15 MSTS high-speed tankers, we worked up a design 
and specifications to meet the requirements laid down by MSTS, and all I can 
say from an engineering standpoint is, if these vessels are not special-purpose 
vessels, they certainly have so many special design requirements, that under no 
circumstance could they be called commercial tankers. 

In closing, I am compelled to say that the delays in carrying out the legislation 
passed by the 83d Congress have now become so prolonged that by the end of 
1955 we will have been forced to cut down the number of employees in our plant 
by about 6,000 from the number employed in May 1954, even though additional 
contracts may be awarded to the company during the balance of this year. 
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The (CHAIRMAN. Is Mr. Sanford here this Morning 
Mir. SANForD. Rieht here, Senator. 


The CuHarrMan. | understand that you have some further testimony 
vou would like to give us briefly. | think probably we «did not 
sufficiently clear up vesterday on this suggestion that hes heen 
made—whether or not by the Administration, | do not know—that 
the shipvards would assume 10 percent of the financing of these 
tankers. I wondered if, in a general way, vou had surveyed the 


situation with vour organization as to the feasibilitv or possibility 
of that happening, or what is your opinion in that matter? 


STATEMENT OF L. R. SANFORD, PRESIDENT, SHIPBUILDERS’ 
COUNCIL OF AMERICA 


Mr. Sanrorp. | think I would rather put it this way, Mr. Chair- 
man: IT had a talk vesterday with Mr. Sorenson, who is production 
manager at Newport News, who was here yesterday, but was unable 
to be here today; and he assured me that his company—that is, the 
Newport News Shipbuilding and Dry Dock Co.—had made no 
commitment in the financing of these vessels. 

The CyHarrmMan. Then vou also had testimony direct from the 
Ingalls Shipbuildiag Corp 

Mr. Sanrorp. And I also talked to Mr. Pixton, vice president of 
the Ingalls Shipbuilding Co., Pascagoula, Miss., and he advised me 
that the Ingalls Shipbuilding Corp. had made no commitment to 
participate in financing of these tankers. 

The CuarrnmMan. Let me ask you one further question, and you 
may answer this in a general way. How many yards in the United 
States are available for the construction of these tankers? 

Mr. Sanrorp. A relatively few. I think I can name them off for 
you: the Ingalls Shipbuilding Corp. at Pascagoula, Miss., which we 
just mentioned; Newport News Shipbuilding and Dry Dock Co. at 
Newport News, Va.; the Bethlehem Sparrows Point Yard at Spar- 
rows Point, Md.; the Bethlehem Quincy Yard at Quincey, Mass.; and 
the Bethlehem San Francisco Yard at San Francisco. The Sun Ship- 
building and Dry Dock Co. already has a contract for three tankers 
and so will have no participation in this particular program. 

The CHairMan. Which is at Chester, Pa.? 

Mr. Sanrorp. Which is at Chester, Pa. The New York Ship- 
building Co., at Camden, N. J., could also participate in this program 

I think that just about covers the list. 

The CuairmMan. You have only one on the Pacific coast, is that 
correct, as far as you know? 

Mr. Sanrorp. That is correct. 

The CHatrmMan. What about the Union lron Works? 

Mr. Sanrorp. That is the Bethlehem San Francisco yard. 

Mr. CHarrMan. That is the San Francisco division? 

Mr. Sanrorp. Yes. I had better put it this way, that those are 
the only yards that have evinced interest in this matter. 

There might be other yards who might be capable of building these 
tankers, but who have evinced no interest in this matter. 

The CHarrMan. Off the record. 

(Thereupon, there was a discussion off the record.) 
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The CHarrmMan. Do you have anything else, Mr. Sanford? I know 
that this meeting was called somewhat hurriedly, and your testimony 
yesterday was gotten up by you somewhat hurriedly, and you may have 
had some afterthoughts overnight on that matter. If you do, I would 
be glad to hear from you. 

Mr. Sanrorp. I think it was sufficiently well covered yesterday. 
Of course, there are always anes points you can bring up, and you 
can go on indefinitely; but I think the other witnesses will bring those 
out. 

The CrHarrMan. Thank you. The next witness will be Mr. J. 
Whitney Lewis, president of the Oleum Transport Corp. 


STATEMENT OF J, WHITNEY LEWIS, PRESIDENT, OLEUM 
TRANSPORT CORP. 


Mr. Lewis. Mr. Chairman, my name is John Whitney Lewis. 
I am president of the Oleum Transport Corp., which has tendered an 
offer to build 3 tankers and which is seeking 100 percent insurance of 
the loan by the Maritime Administration. Full details of our plan for 
complete financing, which is definitely committed providing we receive 
this insurance, is already in the hands of the committee, at least a copy 
of that is. 

The CHarrmMan. Yes, I have it right in my hand, which you have 
sent to the committee under date of March 18, 1955. 

Mr. Lewis. And I appended a copy, I think, of our application 
which gives the full financing. 

The CuatrMan. Which gives the financial proposals? 

Mr. Lewis. Yes. 

The CuatrMan. That have not been culminated? 

Mr. Lewis. No, sir; we have a letter stating that we could qualify 
under the 90 percent insurance, and the requirements, we believe, 
can be met satisfactorily in all respects. 

I did not know that I would be called before this committee until 
an hour ago, so I did not prepare any material. I wish to state that 
I only represent my company and the financing of our company is 
being done by Eastman-Dillon & Company, who are also doing the 
financing for Equitable International Corp., which is represented by 
A. J. Anderson, who is present, and Atlantic Lines, which is represented 
by the president, Nicholas Manoulis, who is present. 

Mr. Anderson, if required, is prepared to discuss the financing of 
Eastman-Dillon, and I believe has or will be able to place on record a 
pees statement. 

The Cuarrman. The counsel reminds me that Eastman-Dillon is 
represented by Mr. McKnight and Mr. Power who are not here, but 
are prepared to file a statement in the record in this matter. 

Mr. Lewis. Yes, and Mr. Anderson represents them should there 
be any questions. 

The Cuarrman. I am somewhat interested in the last paragraph of 
vour letter to us on March 18, 1955, and I quote from it: 

Our bid to MSTS covering three of the subject tankers, and the time for Gov- 
ernment action on all bids, has been extended to April 1 which is also the expira- 


tion date of the firm offer without escalation for the building of the tankers by 
Bethlehem Steel Co. and other shipyards 
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And here is the pertinent part of it: 


Since no bank or insurance company approached by us willagree t i witho 
the aforesaid Government insurance of loans and mortgages coverit 
eighths of the cost of the vessel, permissible under the verv terms of Publie Law 
781, our program will fail unless such insurance is fortheoming from the Secretar) 


of Commerce acting through the Maritime Administrator 


Is that about the general story? 


Mr. Lewis. That is correct, but that will be supported in specific 
detail by Eastman-Dillon. A great many of the institutions are fo1 
bidden by law to touch them unless it is insured all the way through 

The CuarrMANn. With your permission, I would like to place in the 
record a letter from the Eastman-Dillon Co. to the Maritime Ad- 
ministrator dated March 14, in which they set out in detail this 
matter and also the summary information which also sets out in 
detail the facts and figures as here regarding this matter. 

(The above-mentioned documents are as follows: ) 


OLEUM TRANSPORT CoRP., 
New York 1, N. Y., March 18, 1955 
Hon. Warren G. MAGNUSON, 
United States Senate, Wash ngton, dD. ¢ 
DEAR SENATOR MaGnuson: Knowing of your interest in the proposed building 
in American shipyards of fifteen 25,500 deadweight ton high-speed tankers for 
ten year charter to the Military Sea Transport Service under the provisions of 


Publie Law 575, 83d Congress, 2d session, we are sel di £ vou her With & Copy of 
our application submitted March 16, 1955, to the Maritime Administration ré 

questing Government insurance of 100 percent of loans and mortgages covering 
8744 percent of the cost of construction of three of the subject tankers Last 
Noveinber we submitted a bid to MSTS covering three such tankers and our bid 


and the time for action by MSTS have both been extended to April 1, 1955 








An examination of our application will reveal that our plans for constructing, 
financing and operating the 3 tankers represent a 100 percent American progran 
and follow the aforesaid enabling legislation in all particulars. Every director 
and stockholder of our company is an American citizen. We plan to construct 


the vessels in American shipyards and operate them under the American flag 
Our bankers are Messrs. Eastman, Dillon & Co. of 15 Broad Street, New York 5 
N. Y., and the lending institutions which they have interested in financing our 
program, and the programs covering an additional six tankers of other biddet 

represented by Eastman, Dillon & Co., include the following: The National City 
Bank of New York, New York, N. Y.; Chemical Corn Exchange Bank, New York, 
N. Y.; the Northwestern Mutual Lifé Insurance Co., Milwaukee, Wis.; the 
Mutual Benefit Life Insurance Co., Newark, N. J.; Connecticut General Life 
Insurance Co., Hartford, Conn.; and other life insurance companies throughout 
the country. Throvgh the investments of the aforesaid institutions, thousand 
upon thousands of policyholders throughout the United States will become ir 

vestors in American-flag shipping 


Our bid to MSTS coverlng three of the subject tankers, an | the time for Gover 
ment action on all bids, has been extended to April 1, which is also the expiration 
date of the firm offer without escalation for the buildmg of the tankers by Bethel- 
hem Steel Co., and other shipyards. Smee no bank or insurance company 


approached by us will agree to lend without the aforesaid Government insurances 
of loans and mortgages covering seven-eights of the cost of the vessel, permissible 
under the very terms of Public Law No. 781, our program will fail unless such in- 
surance is forthcoming from the Secretary of Commerce acting through the 
Maritime Administrator. We would welcome any assistance you are in a position 
to give to further this program. 
Very truly yours, 
J. Wuitnsey Lewis, P 
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DEPARTMENT OF COMMERCE, 
MARITIME ADMINISTRATION, 
Washington, D. C., March 25, 1955. 
Subject: Application for title XI aid in construction of tankers for MSTS charter. 
Tue Atrvantic Lines Co., Inc., 
c/o Robert D. Weisberg, New York, N. Y. 

GENTLEMEN: * * *. You are advised that further consideration will be given 
to your application provided the following conditions can be met: 

1. The application shall not request more thaa 90 percent insurance coverage of 
87% percent of the construction cost of each tanker to be chartered to the MSTS. 
The balance of 12}2 percent of the construction cost must be furnished in equity 
capital by the prospective owner. 

2. The applicant must have a minimum net working capital of $475,000 per 
ship at the time of the beginning of the mortgage insurance agreement to cover 
necessary expenses to the applicant during the construction period and operating 
expenses prior to receipt of first charter hire. 

3. The initial net worth of the applicant shall not be less than $1 million paid-in 
capital per ship, of which not less than $500,000 must be contributed by the 
holders of common stock. In addition, during the period the mortgage insurance 
is in force, the owners will be required to refrain from doing certain acts, as set 
forth in general order 60, if such acts would result in reducing net worth below 
1244 percent of the depreciated cost of the vessel or 12% percent of the mortgage 
indebtedness, whichever is greater, or reducing the common stock interest below 
the lower of $500,000 or the mortgage indebtedness. General order 60 specifies 
in part that the purchaser shall agree that (i) no capital shall be withdrawn, (ii) 
no share capital shall be converted into debt, (iii) no dividend shall be paid, (iv) 
no salary at a rate in excess of $25,000 per annum shall be paid, if, after such 
withdrawal, conversion, or payment, the amount of net worth thereby would be 
reduced below the minimum prescribed. 

4. In the event more than one tanker is proposed, and the construction periods 
are so scheduled as to provide for one tanker to be in operation before delivery 
of the next, consideration will be given to modifying the above requirements 
on a multiple-ship basis, depending, however, on the particulars of the specific case. 

If you are able to meet the foregoing requirements your application will be 
given prompt and expeditious attention, it being understood, however, that upon 
further review of the subject application it may be necessary to request additional 
information with respect to other phases of the application. 


* * * * * * * 


Very truly yours, 
CLARENCE G. Morsgs, 
Maritime Administrator. 





APPLICATION FOR SHiPp MortGaGce AND LOAN INSURANCE UNDER TITLE XI, 
MercHANT MARINE Act 1936, AS AMENDED 


SUMMARY INFORMATION 


Name of applicant: Oleum Transport Corp., Suite 7606, Empire State Build- 
ing, 350 Fifth Avenue, New York 1, N. Y. 

Name of proposed mortgagee and lender: 

1. Mortgagee: Negotiations are in progress with the Northwestern Mutual 
Life Insurance Co., 720 East Wisconsin Avenue, Milwaukee, Wis. 
2. Lender: Negotiations are in progress with National City Bank of New 
York, 55 Wall Street, New York, N. Y. 
Nature of application: Mortgage insurance and loan insurance. 
The proposed loan: 
(a) Types of loan (state whether mortgage or other type of loan) 

The loan is divided into three parts: 

1. A loan of $3,180,000 <$1,060,000 per vessel) during construction from the 
insurance company (which will be a second lien obligation unsecured by Govern- 
ment insurance), this money to be advanced ahead of any bank money; 

2. An interim loan of $21,540,000 ($7,180,000 per vessel) for progress payments 
for the construction in an American shipyard of three tankers of 25,500 deadweight 
tons, the total cost of which will be approximately $24,720,000 or $8,240,000 per 
vessel; and 
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3. A mortgaee loan to refinance the interim loan, of which the insurance com 
pany will provide $14,001,600 and the bank will provide $7,539,000 or a total of 
$21,540,000 (S87, L80,000 per vessel), secured by first preferred mortgage on the 
vessel. 


(b) Purpose (state briefly purpose with reference to sec. 1104 (a S), 1104 (6 ; 
and/or 1106 of the act 
The purpose of the proposed loans and mortgage are to aid in financing the 
construction (including designing, inspecting, outfitting and equipping), subs 


quent to September 3, 1954, of vessels owned by citizens of the United States whiel 
are designed principally for commercial use in coastwise, intercoastal, and foreign 
trade 


(c) Amounts of loans 


Interim loan $21,540,C00 or $7,180,000 per vessel \n additional loan of 
$3,180,000 ($1,060,000 per vessel) will be a second lien obligation insecured by 
Government insurance. 


(d) Periods of loans (approximate dates of erecution and of final maturity 


The interim loan will probably be executed about April 1, 1955, and will mature 
upon the delivery of the ships approximately 24 months later. The mortgage 
loans will be executed upon delivery of the ships approximately April 1, 1957, 
and will mature 20 years thereafter, or approximately April 1, 1977. The un 
secured portion of the loan will be executed approximately April 1, 1955, and 
will mature 5 years after the dates of delivery of the vessels or approximatel) 
April 1, 1962. 


(e) Interest rates 


On the interim bank loan, 3%4 percent; for the mortgage loan, 4 percent for 
the bank portion, and 4% percent for the insurance company portion; and for the 
second lien obligation, 5 percent. The figures include premium on mortga 
insurance where applicable at the rate of 14 percent 


re 


(f) Amortization schedules 


1. Uninsured loan.—This loan, as is stated above, will be in the amount of 

$3,180,000 ($1,060,000 per vessel) and will be advanced ahead of any bank 
money, will be amortized at the rate of $212,000 per vear, beginning 1 year 
after the start of operations. 
2. Interim bank loan.—This loan, to be advanced in the form of progress 
payments, after the uninsured loan has been completely taken down, in accordance 
with the construction contract, will be refunded in full by the mortgage loan to 
be made upon delivery of the ships. 

3. Mortgage loan.—This loan will be amortized at the rate of $359,000 per vear 
for 20 years. The first seven amortization payments will be made to the bank to 
retire its loan. The remaining 13 payments will be made to the insurance company, 
(g) Type of vessels 

Tankers of 25,500 deadweight tons, having a speed of not less than 18 knots 


at the full loan draft with 80 percent of designed normal horsepower. ‘These 
vessels are claimed to be special purpose vessels. 





APPLICATION 


The undersigned, Oleum Transport Corp. (herein referred to as the ‘‘appli- 
cant’’), hereby applies to the Maritime Administrator (herein referred to as the 
‘‘Administrator’’), under title XI of the Merchant Marine Act, 1936, as amended 
(herein referred to as the ‘‘act’’), and the regulations prescribed by the Adminis- 
trator thereunder (herein referred to as the “regulations’’), for insurance of: 


(a) The interest on and 100 percent of the unpaid balance of the principal 
of an interim loan in the original principal amount of $21,540,000 to be 
made to the undersigned by National City Bank of New York, as lender, and 

(b) The interest on and 100 percent of the unpaid balance of the principal 
of 3 mortgages in the aggregate principal amount of $21,540,000 or $7,150,000 
on each of 3 tankers, to be executed by the undersigned, in favor of a corpo- 


rate trustee, as mortgagee, for the benefit of the National City Bank of 
New York and the Northwestern Mutual Life Insurance Co., of Milwaukes 
Wis., 


for the purposes and upon the terms and conditions herein set forth, including the 


annexed schedule I, and subject to all the provisions of the act and the regulations. 
In support of this application the undersigned submits the following information: 
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I. As to the applicant: Its identity 


(a) Not applicable. 

(b) Not applicable. 

(c) Incorporated companies: 

1. Exact name of applicant: Oleum Transport Corp. 
2. Form or type of organization: Corporation. 

3. Laws under which organized: State of Delaware. 

4. Address of principal executive offices, and of important branch offices, if 
any: Principal executive office, Suite 7606, Empire. State Building, 350 Fifth 
Avenue, New York 1, N. Y. No branch offices. 

5. The following information with respect to each officer and director of the 
corporation: 


Capital shares owned (specify 
type, whether voting or non- 
Name and address Office Nationality voting and percentage of 
total issued if more than 
5 percent) 


J. Whitney Lewis, 322 Central | President, treas- | United States of | 125 (common stock, voting, 


Park West, New York 25, urer and direc- America constituting 50 percent of 
N. Y. tor. the total issued stock of the 
corporation). 
Alexis J. Anderson, 913 Blanche | Vice president and do Do. 
Ave., West Norwood, N. J. director. 
A. L. Lewis, 322 Central Park Secretary do é None. 
West, New York 25, N. Y 
Julius Manzie, 75 Lenox Rd., | Director > _do Do. 
Brooklyn, N. Y 
Louis J. Robbins, 54 Riverside | Assistant secre- .do : Do, 
Dr., New York, N. Y. tary and direc- 
tor. 


6. There are no stockholders other than those indicated under the preceding 
item. 

7. There is no voting agreement, voting trust or any other arrangement whereby 
the voting rights in any shares of the applicant are owned, controlled or exer- 
cised in any way by any person not the holder of legal title to such shares. 


II. As to the applicant: Its business and affiliations 


(a) Applicant was organized as a Delware corporation on March 8, 1954. 
There is no predecessor company or business. The present stockholders acquired 
the corporation by purchase of the right to subscribe to its capital stock on or 
about November 23, 1954. The business of the applicant since its organization 
has been that of owning (by construction and/or purchase) and chartering tanker 
vessels in foreign and coastwise trade. The transaction of which this application 
forms a part, however, is the first business in which it has actually engaged. 

(6) Neither the applicant nor any predecessor or affiliate has been in bank- 
ruptcy, insolvency or reorganization proceedings. 

(c) Applicant has no subsidiaries and no parent company at the present time. 
It is contemplated that upon completion of the financing arrangements now 
under negotiation, 50 percent of applicant’s stock will be owned by the North- 
western Mutual Life Insurance Co. of Milwaukee, Wis., which is engaged in 
the business of life insurance and investment, or by such other lending institu- 
tion or investor as may furnish the uninsured one-eighth of capital required; 
that 10 percent of applicant’s capital stock will be owned by Eastman, Dillon & 
Co., or the partners thereof, of 15 Broad Street, New York 5, N. Y., investment 
bankers; and that the balance of capital stock will be owned by the present stock- 
holders in equal amounts. 


III, As to the management of the applicant 


(a) A brief description of the principal business activities during the past 5 
years of each director and each principal executive officer of the applicant: 

1. J. Whitney Lewis, president, treasurer and director. Independent petroleum 
consultant with offices at 480 Park Avenue, New York City, from about March 
1947 to about July 31, 1951; mining law consultant to the Government of Indo- 
nesia at Djakarta (contract entered into under the auspices of Economic Coopera- 
tion Administration through the J. G. White Engineering Corp., 80 Broad Street, 
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New York), August 1951 through March 1953; independent petroleum consultant 
working in Los Angeles, Mexico City and New York— March 1953 to date. Vice 
president and subsequently president of Oleum Transport Corp., March 1954 to 
date. 

2. Alexis J. Anderson, vice president and director. President, A. J. Anderson, 
Inc., 120 Broadway, New York City. Shipbrokers (sales, chartering, conversion 
and operation) since 1948, working exclusively with American-flag shipping. 

From 1952 until January 1955 he was a director and stockholder of Inter- 
national Navigation Corp., 52 Broadway, New York City, who were owners of 
American-flag ships. Mr. Anderson severed his connection with this company 
in- January 1955. 

3. Julius Manzie, director. Retired officer of Sperry Gyroscope Corp.; for the 
past 12 years has been secretary of the Propeller Club, New York City; marine 
architectural consultant, John H. Wells, Inc., 515 Madison Avenue, New York 
City. 

4. Louis J. Robbins, assistant secretary and director. Attorney-at-law, suite 
7606, Empire State Building, 350 Fifth Avenue, New York, N. Y., throughout the 
past 5 years. 

(b) Both Mr. Lewis and Mr. Anderson are members of the Propeller Club of 
New York and of its legislative committee. 

Mr. Julius Manzie is a stockholder of Sperry Gyroscope Co., division of the 
Sperry Corp., Great Neck, Long Island, and a former officer of that company, 
now retired. He is the secretary of the Propeller Club of New York, 17 Battery 
Place, New York City. 

(c) There are no affiliations or relationships whatever between the applicant and 
the contractor referred to in item V, (d) hereof or between the directors and prin- 
cipal executive officers of either company. 


IV. As to the applicant: Its property and activities 


(a) The applicant does not own properties at the present time. 
(b) The applicant does not presently own or operate any vessels. 
(c) Not applicable. 
(d) Not applicable. 

V. The project 


(a) The proceeds of the proposed loan will be expended for the construction 
(including designing, inspecting, outfitting and equipping), and for legal, overhead, 
financing and other costs incidental thereto, subsequent to September 3, 1954, of 
three tankers owned by citizens of the United States which are designed princi- 
pally for commercial use in the coastwise, intercoastal, and foreign trade. 

(b) Not applicable. 

(c) 1. The estimated cost of construction of each vessel is $8,240,000, or a total 
of $24,720,000. The difference ($3,180,000, or $1,060,000 per vessel) between the 
cost of construction and the amount of the proposed loan, which is $21,540,000, 
or $7,180,000 per vessel, is being obtained through arrangements with lending 
institutions and investors made by Eastman, Dillon & Co., 15 Broad Street, New 
York City. These arrangements are completely outside the insurance for which 
application is made herein. 

2. The general characteristics of the proposed new vessels are those set forth 
in Public Law 575, 83d Congress, 2d session, approved August 10, 1954; that is, 
it will be of approximately 25,500 deadweight tons and shall have a speed of not 
less than 18 knots. Its other characteristics shall be those set forth in the invita- 
tion to bid dated August 20, 1954 (ser. 191334), issued by Vice Adm. F. G. 
Denebrink, Commander, Military Sea Transportation Service, pursuant to Publie 
Law 575. 

Applicant claims that these vessels are special-purpose vessels (a) for the reasons 
set forth in the letter dated March 10, 1954, addressed to the chairman of the 
Senate Committee on Armed Services by Hon. Sinclair Weeks, Secretary of Com- 
merce, and in the letter dated March 1, 1954, addressed to the chairman of the 
Senate Committee on Armed Services by Rear Adm. Harry H. Nunn, Judge 
Advocate General of the Navy for the Secretary of the Navy, both of which letters 
are printed in the report of the Senate Committee on Armed Services, Senate 
Report 1337, 83d Congress, 2d session, to accompany S. 3458; (b) for the further 
considerations set forth in said report; and (c) upon the authority of the letter 
(A-2) addressed on January 4, 1955, by D. P. Brown, senior vice president and 
technical manager of the American Bureau of Shipping, 45 Broad Street, New 
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York, N. Y., to Messrs. Despard & Cce., Inc., of New York, N. Y., regarding the 
vessels authorized in Public Law 575, which contains the following paragraph: 

“In summation it is our opinion that, based on the types of tankers being built 
for ordinary commercial service, there are features of the required general charac- 
teristics of these charter tankers which indicate that they are of a special type 
designed for special purposes.”’ ; 

A competent supervising architect will be selected in consultation with the 
American Bureau of Shipping, and full details regarding his experience and 
qualifications will be supplied as soon as possible. 

3. The vessels under reference will be constructed pursuant to the authoriza- 
tion in Public Law 575, 83d Congress, 2d session, in conformity with the specifi- 
cations of the Military Sea Transportation Service issued thereunder. It is 
proposed that the vessels will be chartered to MSTS under a long-term time 
charter, substantially in the same form as that attached to the above-described 
invitation to bid. 

It is believed that these facts render inapplicable that portion of item V—C (3) 
referring to the estimated operating expenses and revenues of the new vessels; 
and a comparison with similar figures for a typical vessel for the fleet now serving 
the trade route for which the new vessels are intended. 

(d) No contract has yet been awarded for the work described in the preceding 
item. It is expected that such contract will be entered into with one of the 
yards of the shipbuilding division of the Bethlehem Steel Co. Bids for the 
construction of the vessels have been obtained from the Bethlehem Steel Co., 
the Ingalls Shipbuilding Corp., and the Newport News Shipbuilding Co. While 
all these bids were satisfactory, it is considered that the most advantageous was 
that submitted by Bethlehem Shipbuilding Co., based on design, construetion 
characteristics, and price. No amounts have yet been paid by or for the account 
of the applicant. No obligation for future payments has yet been undertaken. 
Upon approval of this application and the signing of an agreement with MSTS 
pursuant to the invitation to bid described above, applicant proposes to enter 
into an agreement with the shipyard calling for the customary progress payments. 

(e) Not applicable. 

(f) Not applicable. 

VI. Fees and charges 


There are no sums paid or to be paid by the applicant in connection with the 
proposed loan, mortgage, insurance, and commitment to insurance, except as 
follows: 

A commitment fee will be payable to the insurance company at a rate which is 
under negotiation at the present time but which probably will be within the 
range of one-fourth to three-fourths of 1 percent of the insurance company’s 
share of the insured amount. 

Eastman, Dillon & Co., investment bankers, of 15 Broad Street, New York, 
N. Y., will be paid a fee for financial advisory service of one-half of 1 percent of 
the insured amount of the mortgage loan and 1 percent of the uninsured amount 
thereof; and, in addition, Eastman, Dillon & Co., or the partners thereof, will 
receive 10 percent of applicant’s capital stock. Such fee, however, is payable 
only on the condition that the aforesaid loans are closed. 

This fee will be paid for the following services with respect to the project: 
complete investigation through banks and rating agencies of principals involved 
in companies; examination of the enabling legislation and all documents in con- 
nection with organization of companies; preparation of memoranda relative to 
proposed financing, including cash flow projections; consultations with banks 
and insurance-company lenders through personal interview necessitating large 
expenditure of time, travel and out-of-pocket expenses in connection therewith; 
daily, and at times, hourly meetings with principals; preparation of complete 
brochure on financing, insurance, operating details, and legal requirements; 
complete and continuous financial consultative services available to tanker oper- 
ators after successful conclusion of this project. 


VII. As to schedules and exhibits 


The documents filed with this application include the following: 

Schedule I.—Please see the enclosed letter of Eastman, Dillon & Co. and the 
attachments thereto. 

Exhibit A.—A copy of (1) applicant’s articles of incorporation and (2) of appli- 
ecant’s bylaws. 
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There are no other governing papers. 
Exhibit B.—Balance sheet and profit and loss statement of the applicant as of 
November 29, 1954. 
Dated New York, N. Y., March 15, 1955. 
OveumM TRANSPORT Corp., 

[SEAL] J. WHITNEY LeEwis, President. 
Attest: 

A. L. Lewis, Secretary 


I, J. Whitney Lewis, do certify that I am the president of Oleum Transport 
Corp., the applicant on whose behalf I have executed the foregoing application: 
that the applicant is a citizen of the United States within the meaning of section 
2, Shipping Act, 1916, as amended (U. 8. C., title 46, sec. 802), sections 37 and 
38, Merchant Marine Act, 1920, as amended (U. S. C., title 46, secs. 888, 889), 
and section 905 (c), Merchant Marine Act, 1936, as amended (U.S. C., title 46, 
sec. 1244); that this application is made for the purpose of inducing the Maritime 
Administrator to grant insurance pursuant to the provisions of title XI of the 
Merchant Marine Act, 1936, as amended, and regulations prescribed thereunder; 
that I have carefully examined the application and all documents submitted in 
connection therewith and, to the best of my knowledge, information, and belief, 
the statements and representations contained in said application and related 
documents are full, complete, accurate, and true. 

J. WHITNEY Lewis 

Subscribed and sworn to before me this 15th day of March 1955 

FRANK E. Nattier, Jr., 
Notary Public 


Commission expires March 30, 1955. 


EASTMAN, Ditton & Co., 
New York, N. Y., March 14, 1955 
Re Oleum Transport Corp., application for ship mortgage and loan insurance 
under Title XI, Merchant Marine Act, 1936, as amended. 
MARITIME ADMINISTRATION, 
Department of Commerce, 
Washington, D. C. 

GENTLEMEN: This letter is to accompany the application of Oleum Transport 
Corp. for ship mortgage and loan insurance, and its purpose is to inform you 
concerning Oleum’s plan for financing the construetion of three 25,500 dead- 
weight tons tankers to be constructed and chartered to MSTS pursuant to the 
provisions of Public Law No. 575. It is not possible at the present time to fur- 
nish you with all the information called for in schedule I attached to your appli- 
cation form. 

The plan for financing the three subject tankers is set forth in the form of 
commitment letter from an insurance company lender to Oleum attached hereto, 
The writer has been informed by Mr. Peter B. Langmuir, manager industrial 
investments, the Northwestern Mutual Life Insurance Co., that said company’s 
finance committee of the board of trustees approved the financing of three tank- 
ers at its meeting on March 11. Within the very near future we expect to receive 
from Northwestern Mutual a commitment letter substantially in the form of the 
draft attached hereto. When such letter has been received, we will furnish you 
copies. If, in the meantime, you wish to check with this company, you may get 
in touch direct with Mr. Langmuir who has authorized the use of his name. 

Also attached hereto is a copy of a letter from the National City Bank of New 
York dated January 17, 1955, which states the bank’s willingness to participate 
in the financing of these tankers. 

We are also bankers for the Atlantic Lines Co., Inc., and Equitable International 
Corp., each of which companies has submitted a bid to MSTS covering three 
tankers. We have been informed by Mr. William L. Phillips, vice president, the 
Mutual Benefit Life Insurance Co., 300 Broadway, Newark, N. J., that his com- 
pany’s committee has approved the financing of one tanker, and we expect to 
receive a commitment letter substantially in the form of the draft attached hereto 
from this company within a few days. We are actively negotiating for similar 
commitments covering the remaining 5 ships of the 9 which we are planning to 
finance with Penn Mutual Life Insurance Co., Sixth and Walnut Streets, Phila- 
delphia 5, Pa., Connecticut General Life Insurance Co., Hartford 15, Conn., 
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Bankers Life Insurance Co., Des Moines, Iowa, State of Wisconsin Investment 
Board, State Capital Building, Madison, Wis., Continental Casualty €o,;..310 
North Michigan, Chicago, Ill., Central Life Insurance Co., 505 Fifth Avenue, 
Des Moines, Iowa, and other lending institutions. It takes a considerable amount 
of time to submit and explain this deal to lending institutions and for the latter to 
prepare reports for their investment committees and obtain such committee’s 
approval; we are proceeding as rapidly as possible. 

We hope and expect to have definite commitments for all nine tankers within 
the near future and will keep you advised. 

Very truly yours, 


Wm. G McKniaeut, Jr. 





THE NatTionaL City Bank or NEw York, 
New York, N. Y., January 17, 1956. 
Mr. J. W. Lewis, 
President, Oleum Transport Corp., 
Empire State Building, New York 1, N. Y. 

Dear Mr. Lewis: It is our understanding that you will have constructed in 
American shipyards three 25,000-deadweight ton tankers to be chartered for 
10 years to the Navy pursuant to Public Law No. 575 of the 2d session of the 83d 
Congress. We further understand that the shipyard cost of the vessels will be 
about $7,750,000 per ship and that interim financing, legal fees, inspection and 
supervision of construction will bring the capitalizable cost up to around $8 
million a ship. Of the $8 million cost, 874 percent or $7 million is to be financed 
for a 20-year period against a first preferred ship mortgage which will be insured 
100 percent by the United States Government in accordance with Public Law 781 
of the 2d session of the 838d Congress. 

We are pleased to inform you that in principle we are prepared to advance 
87'4 percent of the aggregate cost of the 3 vessels up to a total of $21 million to 
cover construction progress payments, provided that prior to any such advance by 
us we are able to obtain an unconditional take out from a responsible long-term 
lender in form and substance satisfactory to us for 65 percent of the construction 
advances made by us, that upon the delivery of the ships we obtain as assignment 
of the 10-year Navy charter, assignment of insurance in such amounts and against 
such risks and with such underwriters as we may require, and that all the docu- 
mentation supporting the advance and its refunding into a 20-year mortgage 
debt is approved by ourselves and our counsel. 

If we are successful in obtaining the long-term financing, which you request, 
we envisage that this would reduce our debt per vessel upon delivery by 65 percent 
leaving us with $2,450,000 per ship maturing in equal monthly installment s over a 
7-year period commencing with the delivery of each ship. Our maximum loans 
after completion of construction of the vessels would, therefore, be $7,350,000. 

It is understood and agreed between us that the maximum debt secured by a 
mortgage on the vessels will not exceed 87% percent of their capitalizable cost and 
that you will make arrangements to supply the 12% percent equity money. ‘Our 
willingness to finance these vessels in the manner outlined above is, of Course, 
predicated upon your obtaining a rate in the aforementioned Navy charter, which 
will produce an estimated net throwoff, after all operating charges, and which 
will be sufficient in our judgment adequately to cover the debt maturities we plan 
to acquire. 

Advances made to cover the progress payment of the vessels would be made at 
an interest cost net to us of 344 percent per annum and the mortgage maturities 
would bear interest rate net to use of about 3% percent per annum. 

With kind regards. 

Sincerely yours, 
Water B. Wriston, Vice President. 


——_—— 


EastTMAN, Ditton & Co., 
New York, N. Y., March 17, 1956. 

Re Oleum Transport Corp., application for ship mortgage and loan insurance 

under title XI, Merchant Marine Act, 1936, as amended 
MarRITIME ADMINISTRATION, ——_ 

Department of Commerce, Washington, D. C. 
(Attention: Division for Government Aid.) 

GENTLEMEN: Please find attached hereto a copy of the commitment letter’ of 

the Mutual Benefit Life Insurance Co., 300 Broadway, Newark, N. J., dated 
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March 16, 1955, signed by Mr. William L. Phillips, vice president, securities 
investment department, covering the financing of one tanker, which letter is 
referred to in our letter addressed to the Maritime Administration dated March 14, 
1955, attached as schedule I to the application of Oleum Transport Corp., dated 
March 15, 1955, and delivered to you in Washington by Mr. J. Whitney Lewis, 
president, on March 16, 1955. 

As we have previously told you the Northwestern Mutual Life Insurance Co., 
720 East Wisconsin Avenue, Milwaukee 2, Wis., has approved the financing of 
three tankers and as soon as we receive this company’s commitment letter copies 
thereof will be forwarded to you, 

Please be advised that the finance committee of the-Connecticut General Life 
Insurance Co., Hartford 15, Conn., has approved the financing of one tanker and 
we should receive this company’s commitment letter very shortly. 

As additional insurance companies approve the financing of the 4 remaining 
tankers of the total of 9 which we have undertaken to finance for Oleum Transport 
Corp. and for the Atlantic Lines Co., Inc., and Equitable International Corp., 
we will inform you. 

Fifteen copies of this letter and attachment are being supplied herewith for 
attachment to the fifteen copies of the aforesaid application heretofore filed with 
you. 

Very truly yours, 
Wm. G. McKniaut, Jr. 


THe Mourvat Benerit Lire INsurANCE Co., 
Newark 4, N. J., March 16, 1956. 
Re proposed 25,500 deadweight tons tanker financing 
OLEuM TRANSPORT Corp. 
The Aruantic LINEs Co., INc. 
EQUITABLE INTERNATIONAL Corp. 
In care of Eastman, Dillon & Co., New York, N. Y. 

Dear Sirs: Your bankers, Messrs. Eastman, Dillon & Co., have discussed 
with us and furnished us with memoranda and documents concerning the finane- 
ing of from one to nine 25,500 deadweight tons high speed tankers which you 
propose to build and charter to the Military Sea Transport Service of the Depart- 
ment of the Navy under the provisions of Public Law 575, 838d Congress, 2d 
session. We are advised that under the provisions of Public Law 781, 83d 
Congress, 2d session, 100 percent of a loan or mortgage covering 8744 percent of 
the cost of a “‘special purpose vessel certified by the Secretary of Defense to be 
essential to the national defense’’ may be insured through the Federal ship 
mortgage insurance fund by the Secretary of Conimerce acting through the Mari- 
time Administration. 

We understand that each of your companies has submitted a bid to MSTS 
covering the construction and charter for a 10-year period of three such tankers; 
that MSTS does not propose to take action on your bids until you have shown a 
plan for financing the construction of the tankers; that such a plan would not be 
feasible or complete without assurance from the Maritime Administration that 
the aforesaid Government insurance would be forthcoming; and that both your 
bids and the time for action thereon by MSTS have been extended to April 1, 1955. 

You have represented to us that the cost of each tanker at the time of delivery 
is expected to be $8,240,000 as follows: 


Construction cost (firm contract price—uncoiled) _- . $7, 690, 000 
Inspection, legal and overhead - - - _- a 100, 000 
Owner’s equipment and spares - - - : 150, 000 
Interim financing costs __ __- E 300, 000 

POO. 2SuG AL... BE SSS ‘ : J 8, 240, 000 


You have further represented that you have firm offers from Bethlehem Steel 
Co., Inc.—Shipbuilding Division, and from Newport News Shipbuilding & Dry 
Dock Co., now extended to April 1, 1955, pursuant to which each of these com- 
panies has agreed to build the subject tanker at a fixed price, not subject to 
escalation, of not more than $7,690,000 (uncoiled). 

We have seen a copy of a letter dated March 3, 1955, from Despard & Co., 
insurance brokers, to Eastman, Dillon & Co., setting forth the types of insurance 
coverage available for these tankers and the premium rates. We understand 
that the estimates of operating costs which you have shown us include the cost 
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of all such available insurance and that you will arrange such coverage as is 
satisfactory to us. As for operation of the tankers, we understand that your 
principal, Capt. Nicholas Manolis, is a qualified tanker operator and that if the 
subject tankers are not operated under the direct supervision of Captain Manolis 
or Marine Transport Lines, Inc., the method of their operation will be subject to 
our prior approval. 

We understand that a first preferred ship mortgage will be placed on the tanker 
immediately upon its delivery from the shipyard to the owner, that a suitable 
corporate trustee will be appointed, that the charter hire will be paid monthly 
direct to said trustee, who will in turn pay the required moneys into an interest 
account for the bank and the insurance company, into a principal account for 
amortization of the bank loan and later the insurance company loan, that said 
trustee will also make the payments to the insurance company to repay the 
uninsured one-eighth, that the trustee will then pay to the tanker owners the 
balance of the charter hire so that said owners can meet payments for operation 
of the tankers, etc., and that the terms of the mortgage, the duties of the trustee 
and the mechanics of collecting and disbursing the charter hire payments will be 
subject to our approval and that of our attorneys. 

We have been furnished copies of a letter dated January 17, 1955, from the 
National City Bank of New York to Oleum Transport Corp., and a letter dated 
February 21, 1955, from Chemical Corn Exchange Bank to The Atlantic Lines 
Co., Ine. pursuant to which each bank states its interest in participating in the 
financing of these tankers. We understand the plan of financing submitted to 
us by Eastman, Dillon & Co. to be as follows: 

1. The insurance comveny would buy for $1,060,000, which is approximately one- 
eighth of the total cost of the tanker, a second lien obligation unsecured by Gov- 
ernment guarantee together with 50 percent of the stock in the owning corpora- 
tion. This money would be provided ahead of any bank meney and would carry 
a 5 percent rate of interest. The first installment would be due upon the execu- 
tion of the construction contract between vou and the shivvard. The remaining 
installments would be provided in accordance with a takedown schedule to be 
agreed upon which would be based on progress payments under the construction 
contract and the needs of your company. Repayments of this obligation would 
be in 5 annual installments beginning in the first vear of operation after delivery 
of the vessel expected no later than 2 years after the date of the construction 
contract. 

2. The bank would provide a total of $7,180,000 with interest at 3% percent 
for construction progress payments. This loan would be guaranteed by the Gov- 
ernment under Public Law 781, referred to above. 

3. Upon delivery of the ship, the bank would buy $2,513,000 and the insurance 
company $4,667,000 of first preferred ship mortgage notes to refund the progress 
payments, and this aggregate amount of $7,180,000 would be guaranteed by the 
Government under Public Law 781. Repayment would be in 20 equal install- 
ments with the first 7 maturities for the bank and the remaining 13 for the insur- 
ance company. The interest rate on this loan is 3% percent for the bank and 
4 percent for the insurance company. The tanker owner will pay an extra 
one-half percent interest to the Government for the aforesaid loan and mort- 
gage insurance referred to in this paragraph and paragraph 2. 

4. The insurance company will be paid a commitment fee at the rate not yet 
agreed upon from the date of execution of the construction contract to the date 
of delivery of the first mortgage notes. 

We are pleased to inform you that in principle we are prepared to provide the 
insurance company’s share of loan described in paragraphs | and 3 above with 
respect to one tanker subject to the event that the Maritime Administration grants 
your application for 100 percent Government insurance of the contemplated loan 
and mortgage covering 87!4 percent of the overall cost of the tanker estimated at 
$8,240,000 and we obtain assignment of the 10-year Navy charter, assignment 
of insurance in such amounts and against such risks and with such underwriters 
as we may require, and that all documentation supporting the contemplated 
financing is approved by us and our special counsel, whose fees and expenses are 
to be borne by you, whether or not the proposed transaction is consummated. 

Very truly yours, 
Wma. L. Puriwuips, Vice President. 


The CHarrMAN. Do you have anything further to add to this? 
Mr. Lewis. Only that the situation is so clear and so little has been 
left unsaid that I cannot imagine any interpretation other than that 
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the country needs the ships. We cannot build them without the 
insurance. 

The CuatrMan. Thank you, Mr. Lewis, and I appreciate your 
submitting this very pertinent detailed information which is in the 
record. 

Is Mr. Gordon Duke here? 

Mr. Duke. Yes, Mr. Chairman. 

The CHAIRMAN. You represent the Big Tankers Co.’ 

Mr. Duke. Yes. 

The CuHatrMan. I thought we were dealing with special purpose 
little tankers here. 

We would be glad to hear from you, Mr. Duke. 


STATEMENT OF GORDON DUKE, BIG TANKERS CO. 


Mr. Duke. My name is Gordon Duke, and I am one of the group 
that organized a company, Big Tankers, for the purposes of making 
this offer. 

We are tanker operators and in the oil business and have had some 
limited experience in the ownership of vessels. Senator, I have felt 
for these several months that 100 percent insurance was essential 
to the success of the program, and a wise thing for the Government 
to do. 

A few weeks ago when we bidders received a letter from the Maritime 
Administration inviting applications on a 90-percent basis, we got 
busy with the effort to try to work without a 90-percent application 
if possible. 

Frankly, I am not able to say at this point as to whether we could 
or could not live with a 90-percent situation. The testimony of the 
shipyards and of Mr. Sanford this morning leads me to believe that 
any idea I might have that I might be able to manage with 90 percent 
is wishful thinking. 

I do wish to say, and it is not in deference to anybody in the room, 
that if it is decided by the Government in general that we want to 
continue the 90 percent, I am very happy to try to work that out. 

The little I know up until now convinces me that it is well nigh 
an ec problem, though I cannot say for certain that it 
cannot be done. 

Secondly, I confirmed at luncheon with the president of the Ingalls 
Yard with which my group are not dealing, but I was curious about 
the matter of whether they were committed to one dealer on a basis 
of 90 percent, and I wanted to find it out. I learned promptly from 
the president of the yard himself that it was not a fact, that they 
had done nothing more than agreed to consider a proposal on a 90- 
percent basis, and, in fact, would be very happy to receive such a 
proposal from any companies on this program, not necessarily the 
one company whose name was mentioned in the press. 

Likewise, I have talked with Newport News and Bethlehem, and 
they have gone to these committees and they have told their stories. 

In one case Newport News was apparently not of a mind to do so, 
but frankly, I was told by that company that if I wished to submit a 
formal proposal along the lines of 90 percent, they would certainly 
give it the utmost and serious consideration. 

I have not raised the point in discussions with bankers for the reason 
that we cannot see any grounds and basis on which I can offer 90 
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percent and please the bankers. I might could please the shipyards, 
but apparently I would have a horrible time with the bankers if I 
did so. 

The problem here is if you gave part of this money to protect the 
shipyard, you take it away from the owner and the investment banker 
to the same extent. 

Senator, the basic problem is, in our judgment, one of where is the 
yard in the deal; that is, if they are in the mortgage side with the 
Government. 

If we pay the shipyard his 10 percent insurance of that 87% percent, 
we are paying doubly for that money, and the Navy is going to pay us 
for it, because we have to borrow the full 100 percent of the loan, we 
pay interest on the full loan, all of whic th, if the shipyard guarantees 
it, you pay him again. 

The Cuarrmman. Do you agree with the testimony yesterday that 
that would add to the cost of the tankers? 

Mr. Duke. Senator, there is not any question of that; the question 
is how much does the shipyard charge you for underwriting the 10 
— 

The Cuarrman. I suppose it would be what type of financing that 
you would get for their 10 percent. 

Mr. Duke. Or how much they could get out of you. 

The CuarrMan. Would it add to the cost to the Navy? 

Mr. Duxe. There is not any question it will put it up against the 
ceiling of $5, and definitely up to that, whereas we hope to save the 
Navy something of that $5 should we be able to proceed. 

I do not want to leave the impression since the Navy is in the room 
that there is much room for chiseling. 

I would say that if Admiral Denebrink pays $5 to anybody, I will 
be very surprised and I admit it; but there has been a lot of progress 
made in this matter. 

To be very fair about it, you remember we started out with the 
understanding that no insurance would be available, whereas we have 
at least come up to 90 percent, and I hope the result would be that the 
Government would decide to come on up to 100 percent; and another 
thing, the fact that that has not been agreed upon is that there is 
vast difference between the Government holding an 87%-percent 
mortgage and insuring an 87\-percent mortgage. 

I would feel that if the Government could get by on a 90-percent 
loan, and if the Government puts in the money, they have an active 
interest in it; but on the other hand, if it insures 100 percent of a bank 
loan, it has got a very remote, nonparticipating interest. And what 
is more, it does not get the interest and the banker gets it. 

If I were sitting in the shoes of the Administrator I would make them 
prove beyond any doubt that you could not do this job on 90 percent 
before I would move up. 

The Cuatrman. The only justification for the legislation was that 
we might get this thing accomplished, and we have to move up to the 
point—if we are not accomplishing it in one way—where we can get 
it accomplished, because of the great need for these tankers. 

Of course, if we could have done that in the other way under the 
1936 act, that would have been probably the best way for it to have 
been done in my opioion. Thatis why I was frankly opposed to that. 
because I thought we had not exhausted the possibilities of the 1936 
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act, but if we are not getting it done, we have got to find ways and 
means to do it. 

Otherwise, we should not be dealing with this problem at all. We 
should not waste our time with it, if they are not needed. 

Mr. Duke. It looks like a perfect example of democracy in action, 
which does not disturb any of us, I am sure, that we have got different 
ideas of what is the way to do it, and we are slowly distilling them. 

The CuarrMan. It just makes some people a little impatient. 

Mr. Duke. That is eorrect, and I am one of those that is a little 
impatient. I confess it, but 1 am also very interested 

There is one thing, and I would not want to leave it without saying 
this: it has been said here that the deal is thin, aad that is true. 

But I also feel, in a very honest admission of owners, that there is a 
profit in this deal, and if there is not you will not have any bidders 
around here trying to worry you and get these deals, and I will be one 
of those missing. 

In spite of the fact that it is thin, and each fellow has got to shoulder 
his share of this burden, and that must include the shipyard, the yard 
is one of the beneficiaries of this deal. 

On the so-called equity side, with the owner, the banker shares in 
the success of the venture and we pay him a part of the profit instead 
of the banker; but I do not want to be paying the banker and the 
yard on the same cash. 

But, sir, I would not agree that the yard does not belong in here 
and that we should not pay him for his participation. I think most 
American manufacturers have a habit of selling their merchandise on 
a basis of participation in the success of the operation. 

If that is not true and legal, General Motors and General Electric 
and a lot of other people who have taken an interest in what their 
commodity will produce after it is manufactured certainly have been 
doing some illegal things. 

I think it is a question of where the yard is with relation to the 
bankers and the owners. May I say in closing that we hope to resolve 
the problem in the following fashion: that in order to please Budget, 
and I know this from talking to the Bureau of the Budget directly, 
that the bankers have some participation in this project, so as to make 
it a success. 

However, if he is 100-percent insured on anything, the first time 
there is any technical default—and there are always faults in this 
kind of a program—he wants to get out of that investment and unload 
the portfolio, he will rush down here and hand it to the Maritime 
Administration, and say, bail me out. 

But, if he has got a part of that deal, he is not going to be so quick 
to run off if there is a bauble in the situation, which is bound to develop 
in a situation like this, he is going to put up this 87% percent, and he 
has this 100 percent insurance of the Government, so that I have not 
got double interest on that 10 percent, and the same group of bankers 
who got this cream loan that is fully insured at a pretty good rate of 
interest—certainly better than a Government bond and I admit this 
is not as liquid—but he is going to get this 12% percent and some of 
this equity financing, and take his place down the line in the second 
10 years. 

There must be some equity in this thing for the owner and the yard 
owners if they are going to be interested, because believe me no ship- 
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yard is going to get into this unless there is, because there is a very 
small margin of profit and most owners are going to be out because 
that million dollars plus is not there. No banker is going to do it, 
because it is not there. It is going to take the banker who is going 
to make a profit with interest, the owner who is obviously working 
for a profit, and the shipyard who is also obviously working for a 
profit. 

We are all going to have to put our shoulder to the burden of getting 
these tanke rs built. 

The CHarrMan. Some of the shipyards in this particular case are 
going to be cut in their profit because it is almost a necessity that 
the ‘vy get some ‘thing to do. ‘ 

Mr. Duke. | would only say this—and I say this in all deference 
to my friends in the shipyard business, and I love them all—I do 
not have any crying towel to hand them, worrying over whether they 
are going to eat regularly any more than they are worrying over 
whether I am going to eat regularly. 

I am going to eat tyres rly and so are they, even if I do not build 
a single one of these ships. And I have not seen any breadlines 
around the shipyard muneb: although I admit there is a real problem, 
but we are all going to have to get in there and work. 

We have all got to make this deal a success for the full 20 years, 
not just the first 10, or we will never see the money. You will have 
to satisfy yourself that you are going to get the use during the first 
10 vears, and the profits during the second 10 years. 

The Maritime a aff is going to see to that even if the Administrator 
does not. Make no mistake about that. 

The Cuatrman. | do not think that the chairman has any crying 
towels for the shipyards either, but I think we ought to have a little 
damp towel for a lot of people who are out of work. 

Mr. Dvuxe. That is right. 

The CHatrrMan. The Committee is going to recess for about 15 
minutes, and then we will hear the Government witnesses and see if 
we cannot dispose of this today. 

(Thereupon, there was a short recess.) 

The CHarrMAN. The Committee will come to order. I see our 
first witness is in the chair, the Under Secretary of Commerce for 
Transportation, Mr. Rothschild. 


STATEMENT OF THE HONORABLE LOUIS S. ROTHSCHILD, UNDER 
SECRETARY OF COMMERCE FOR TRANSPORTATION 


Mr. Roruscuitp. Mr. Chairman, we very much appreciate the 
opportunity to come before this committee and to give you what we 
think is at least another side of the matter under discussion at the 
moment. 

Yesterday’s witnesses attempted, if I heard their testimony cor- 
rectly, to indicate to this committee that all of the ills of the ship- 
building industry are directly traceable to the Maritime Administra- 
tion. This I do not believe. 

On the contrary, I believe that Clarence Morse, the Maritime 
Administrator, and members of his staff will show you that Maritime 
has done and is continuing to do one of the outstanding administrative 
jobs in Government. 
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Let me read to you, if I may, a paragraph trom a letter from 
Daniel D. Strohmeier to me while I was Maritime Administrator 
This is the same Mr. Strohmeier who testified before you yesterday. 
I am reading this to indicate that my opinion of Maritime is shared 
by at least one other. 

In the first place, I think a great deal has been accomplished this vear in legisla- 
tion and great credit goes to you, Mr. Weeks, Mr. Murray, Senator Butler, and 
Senator Saltonstall, and Mr. Tollefson. 

The CuarrmMan. Did I not get into the act at all? 

Mr. Roruscuiip. | would consider that a serious breach of judg- 
ment, sir; but | am not interpolating. 


This year has produced the most useful legislation since the passage of the 


Merchant Marine Act, the principal items being: (1) the 50—50 cargo law; (2 
ship mortgage insurance; (3) trade-in and building program for tankers; (4 
Grace Line and Moore-MeCormack authorizations; (5) Navy tanker bill; (6 


Liberty repowering; (7) emergency ship repairs 

These are tools to start a substantial peacetime shipbuilding program. Some of 
these tools are better than others, but none of them will produce results unless they 
are used. 

There was testimony yesterday about the four large passenger 
vessels. You wil be happy to know from Mr. Morse, | am sure, that 
bidding plans and specifications on two of these ships are going out to 
the shipyards today. 

The CHarrman. Those are the two Moore-McCormack ships? 

Mr. Roruscurip. They are. 

No one has yet told you, but I think I should, that a shipyard 
designed these two ships, so that if in this case there have been delays, 
some large part of the blame for lost time may lie with the designer. 
In the case of the other two ships, the 11th set of plans has just been 
withdrawn by the shipping company, but Maritime hopefully expects 
plans No. 12 to be filed quite soon. 

The CHamman. Let us identify these. These are the two Grace 
lines? 

Mr. Roruscuiip. That is correct, sir 

I heard no testimony about an all-time record of 149 days from 
contract letting for plans to receipt-of bids on the Mariner conversions. 
This I believe deserves a pat on the back for all concerned. Those 
are the ships designed for Oceanic. 

These operations are going to be privately financed, and it will be 
financed under the terms of the act as presently written. This indi- 
cates, to me at least, that in the case of these three companies, the 
insurance and the private financing have been available to these 
worthwhile and qualified and experienced companies. 

Nor did anyone tell you, Mr. Chairman, that in the case of the 
four Navy tankers, where Maritime acted for the Navy, and again 
in the case of the emergency ship repair program, that invitations to 
bid were issued on the very next day after funds became available. 

Similar speed was developed in the matter of the Liberty conversions 
where negotiations for machinery components started within 24 hours 
of fund availability, and plans and specifications were issued about a 
week later. 

Things like this do not happen by accident—they are, on the 
contrary, the result of careful and competent administration and 
smooth teamwork. 
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These examples, I am sure, will indicate that Maritime does a fine 
job—even perhaps an outstanding one—in encouraging expedition 
from others by setting a self example. 

There is another function of Maritime which was criticized, and that 
was in the matter of its advice to the Secretary of Commerce which 
caused him to make a determination of the rate of government insur- 
ance applicable to the ships for the Navy tanker charter program. 

I should like at this point to read a part of Public Law 781. Sec- 
tions 3 (a) and (b) are identical, Mr. Chairman, except that section 
3 (a) authorized the Secretary of Commerce upon application from the 
mortgagor, and section 3 (b) authorized the Secretary of Commerce 
upon applic vation by the borrower, but otherwise the language is 
identical, so my remarks would apply to both of those paragraphs. 

This section reads as follows: 

The Secretary of Commerce, upon application by the mortgagor, is authorized 
to insure as hereinafter provided the interest on and 90 per centum of the unpaid 
balance of the principal of, any mortgage offered to him which is eligib!e for insur- 
ance as hereinafter provided and, upon such terms as the Secretary of Commerce 
may prescribe, is authorized to make commitments to insure any such mortgage 
prior to the date of execution or disbursement thereon: Provided, That in the case 
of special purpose vessels certified by the Secretary of Defense to be essential to 
national defense, the Secretary of Commerce may insure 100 per centum of the 
principal of and interest on any such mortgage eligible for insurance as hereinafter 
provided and upon such terms as the Secretary of Commerce may prescribe. 

The law, it seems to me, is quite clear in its indication that under 
all normal circumstances, qualified applicants were to be considered 
for 90 percent insuraice and that only in unusual and exceptional 
cases, titled in the legislation “special purpose,’ was 100 percent 
insurance to be considered. 

The purpose of these vessels, gentlemen, is to transport petroleum 
products. Mr. Morse and his associates will indicate that so far as 
the speed of these vessels is concerned, there are privately owned and 
operated commercial tankers which operate at a speed at least as great 
as the Navy ships; that so far as the size is concerned, at least one of 
the large companies operates a whole fleet, each component of which 
is considerably smaller than these ships, and that at least another 
company is just now building a ship of almost the identical size. 

Mention has been made of the fact that these ships are equipped to 
handle four different kinds of products. I know of at least 1 tanker 
which handles not 4 different products, but 4 times 4, or 16, different 
products. 

Perhaps there are some other elements of this legislation which make 
shipbuilding under it a bit difficult. Nevertheless, Mr. Morse will 
indicate to you later that in spite of all the handic ‘aps which seem to 
be included in the legislation, it will be possible to get ships built under 
the existing law and almost immediately. 

Any delays that have occurred have been made necessary by 
extended negotiations both on the part of the Military Sea Traaspor- 
tation Service and Maritime to attempt to make the building of ships 
possible in spite of the restrictive elements of this legislation. 

Therefore, it is my suggestion, Mr. Chairman, that if, in spite of 
our prodigious efforts to make this legislation work, we find that it 
is not possible to get all of the ships authorized built, that you adopt 
Senator Payne’s suggestion and enact such amendatory legislation 
as will not only encourage the building of these ships, but make 


At 





NEW SHIP CONSTRUCTION PROGRAM 63 


clear and unequivocal the intent of the Congress with regard to the 
insurance feature. 

In doing so, you will recall, I am sure, that it was the intent of 
the Congress i in passing Public Law 781 to provide an area in which 
Government’s competition with business might be diminished. 

The Cuarrman. I want to ask you this question first: Are you 
familiar, Mr. Rothschild, with the letters that were sent by the then 
chairman of the Subcommittee on Merchant Marine and Fisheries, 
Mr. Butler of Maryland, and the report of the House Merchant 
Marine Committee, setting forth what they thought was the intent 
of this language? 

Mr. Roruscuitp. I am familiar with that letter, Mr. Chairman. 

The CHarrMaAn. It was two letters. 

Mr. RoruscuHiip. Yes, sir; with both of them. However, I am 
sure that you would agree that your own General Accounting Office 
and the courts of the Nation have decided too many times that laws 
must be administered as written and that intent, while it may be 
interesting, is not the _ basis 

The CuarrRMan. I might agree with you on the General Accounting 
Office in this case, but I do not know who would ask who in this c ase, 
if you decided that the intent of this law was what the C ongressmen 
who passed it said it was. 

I agree with you about the General Accounting Office. They have 
some peculiar interpretations occasionally down there, but I just 
capnot see as a lawyer myself who would sue who in view of the 
clarification of the intent or the meaning of the language by those 
who passed it. That would be evidence. 

Mr. Roruscuip. I am not a lawyer. 

The CuarrMan. I could see the possibility, 1 might agree with you 
that if there was some squabble at the end of 10 years over the rights 
of respective degrees of the mortgators in this case, that it might 
involve some legal controversy, but I cannot see any question of any 
lawsuit if the Maritime Administration-=would go ahead and do what 
the letters suggest. 

Mr. Roruscui.p. Is it not possible, Senator—and I am not a 
lawyer, as you know—that if a default were to occur at some point 
after the first 10 years, and the Government would be called upon 
to balance out with a lender, that the Department of Justice, in 
representing the interests of the Government, might make an issue 
of the intent versus the Janguage of the law? 

The CuairmMan. I suppose it is always possible for a lawyer to 
bring a lawsuit. They do that quite occasionally and sometimes not 
particularly very sound on their legal grounds; but I am speaking of 
the ultimate 1esult of such a lawsuit. 

I cannot conceive where you use the words “spec ial purpose,” the 
interpretation of that would be the intent of Congress in those two 
words. 

Surely, that intent has been borne out in testimony before the 
Armed Services Committee, on the floor of the Senate, and by personal 
letters on two occasions to the Maritime Administration. 

It is possible that somebody could bring a lawsuit, but I would not 
see how they could get any place init. I would like to be on the other 
wise of it as a lawyer. Have you asked the Attorney General for an 
interpretation of this act? 











64 NEW SHIP CONSTRUCTION PROGRAM 


Mr. Roruscuitp. It is my understanding that the Attorney General 
gives opinions of that nature only to the President. 

The Cuairman. They give interpretations to departments. That 
is what they are hired for, executive departments which are part of 
the executive branch of the Government. 

Anyway, it has not been asked for? 

Mr. Roruscuitp. It has not been asked; no, sir. 

The Cuairman. Mr. Rothschild, I agree with you in what you say 
that the last Congress did a pretty good job in maritime legislation, 
I think. I think there has been a pretty good job done in the last 6 
years in postwar maritime legislation that was needed. 

Congress can pass laws; but after legislation is passed, then it must 
be administered. When Congress directs somebody, that says we 
think this should be done. 

It is true that the Maritime Administration has acted with great 
dispatch in many matters, and I think that you will agree with me 
that we have on many occasions complimented, in Appropriations 
Committee and in this committee, and, indeed, probably compli- 
mented them on so many things, it is so much better under this 
system than it was under the old Maritime Commission—and I was 
primarily responsible for the Executive order that was issued by the 
then President of the United States changing that—but what we are 
dealing with here are those tankers. Although they did move with 
dispatch on the conversion of the Liberties, the two big items in the 
program of last year which Congress approved were the passenger 
ships and these Navy tankers. 

They were the big items. ‘They were the important items. 

That was the big program, and those two have been delayed. I 
was glad to hear that they are moving on the passenger ships, and I 
can appreciate the fact that the design of a passenger ship is very intri- 
cate and causes lots of delays. They turn it back and change them 
and so forth. But the tankers have been designed, as I understand 
it. The design is complete. 

Mr. Roruscuitp. We have only been delayed because of the 
financing, in the matter of the financing. 

The CHarrMAN. This gets down to the meat of the coconut, the 
financing, and I think the great majority of the Members of Congress 
who passed this bill, and the great majority of those who were on the 
committee said there should be 100 percent for such purposes. 

I gather from your testimony that we are getting down to the road- 
block in this case, which is the interpretation, the definition of whether 
these are special purpose or not. 

Mr. Roruscui.Lp. That is correct, sir. 

The CHarrman. If they were designed as special purpose ships, 
would you say that you would then give them the 100-percent loan 
under present laws, but you want us to say that? 

Mr. Roruscuttp. I am sure that we would make that arrangement 
on a roll-on and roll-off ship. 

The Cuarrman. A roll-on and roll-off ship—there is no question 
about that being special purpose. 

Mr. Roruscuivp. Yes, sir. 

The Cuarrman. But what about these tankers which are tailored 
for the Navy? 
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Mr. RoruscuiLp. We do not consider them special purpose ships. 

The Cuarrman. And you have no intention of considering them 
special purpose? 

Mr. Roruscuivp. I do not even think it will be necessary to con- 
sider them special purpose ships, because we think we can, and I am 
sure that no Member of Congress would have any objection, if we 
get these ships built under the 90-percent arrangement. 

The CHarrMAN. No; because as a matter of fact, you know I op- 
posed at one time the 100 percent; but apparently all the testimony 
we can get and all the information is that under the 90 percent that 
they are not going to be built. 

Mr. Roruscuitp. Would you listen to some testimony from Mr. 
Morse and his staff, because I think they can elucidate on that matter? 

The CHarrMAN. Yes, sir; because all we are concerned with is 
getting them going, and if this is causing the delay we want to know 
why and see if we cannot help to speed them up. 

Mr. Roruscuitp. And we need and want your help at all times and 
know that we cannot do anything without you. 

The CHarrMan. I think that it has been somewhat a very serious 
situation that they have been delayed this long over, let’s call it, tech- 
nicalities, if you want, in financing and interpretation of the law, in 
view of the testimony before the Armed Services Committee and the 
testimony before Congress of the immediate need of these tankers for 
the defense of this country. 

Mr. Roruscuip. It is regrettable from my point of view, sir. 

The CHairmMan. Thank you very much, sir. Mr. Morse, we will 
be glad to hear from you. 

(The letter from D. D. Strohmeier, vice president, Bethlehem Steel 
Co., shipbuilding division, from which Mr. Rothschild quoted, was 
ordered inserted in the record at this point.) 

(The letter is as follows:) 

BETHLEHEM STEEL Co., INc., 
SHIPBUILDING DIVISION, 
New York 4, N. Y., October 28, 1954 
Mr. Louis 8. Rotuscui.p, 


Administrator, Maritime Administration, 
Department of Commerce, Washington 25, D. C. 

Dear Louts: I appreciate the opportunity you gave me last Friday to discuss 
with you matters relating to shipbuilding, and the Navy tanker program in 
particular. You asked me at that time if I would jot down some of my thoughts. 

In the first place, I think a great deal has been accomplished this year in legis- 
lation and great credit goes to you, Mr. Weeks, Mr. Murray, Senator Butler, 
Senator Saltonstall, and Mr.Tollefson. This year has produced the most useful 
legislation since the passage of the Merchant Marine Act, the principal items 
being: 

1. The 50—50 cargo law 

2. Ship mortgage insurance 

3. Trade in and build program for tankers 

4. Grace Line and Moore McCormack authorizations 

5. Navy tanker bill 

6. Liberty repowering 

7. Emergency ship repairs 
These are tools to start a substantial peacetime shipbuilding program. Some of 
these tools are better than others but none of them will produce results unless 
they are used. 

The tanker trade-in program seems to be underway and I am confident that 
such a program is sound and will produce the desired results. 

The Moore McCormack and Grace Line ships apparently have all the legis- 
lative wherewithal to go forward and there remains only the question of whether 
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the subsidy granted will be sufficient inducement to permit construction and 
also whether any commitment made is on a firm enough basis. 

The emergency ship-repair program is already underway and proving helpful. 
This program is, of course, of limited and short duration but is helpful now 
because it is needed. 

The program of repowering Liberty ships will also provide some work. 

The Navy tanker bill, however, which is the largest single immediate program 
authorized this year, is one of the less perfect instruments in this year’s legislative 
program. As originally conceived, this program was to stand on its own two feet. 
Unfortunately, so many, amendments found their way into this legislation that 
the resulting act is not what the sponsors of it originally intended. It is hard to 
say which of the many restrictive features are most to blame for an unfortunate 
result but a few may be named. First is the $5 rate limitation. Although there 
was much discussion during the hearings about escalation and although the 
MSTS invitation for charter provides for escalation, there is doubt as to whether 
the law, literally interpreted, will permit it. Then there is the limitation of 
two-thirds recovery. The significance of this limitation must be determined in 
the light of the commercial utility of these tankers when they come off charter 
at the end of 10 years. There are commercial ships being built today against 
which these Navy tankers could not compete commercially. The deadweight, 
speed, power, fuel consumption and draft of the Navy tankers are all dictated by 
military considerations and do not represent the best combination for a commer- 
cially competitive tanker. No bank or insurance company that I know of will 
finance these tankers beyond the amount that can be spun off from the charter. 
Thus, at least 33% percent of the cost of these ships would have to be equity 
capital. No one I know of is willing to risk that kind of money with the odds so 
high against recovering it. There are too many other opportunities for more 
prudent employment of capital. 

I am firmly of the belief that the Government should make it possible for private 
financing to share some of the financial burden that would otherwise be borne 
entirely by the Government. However, the Government must realize that, in 
order to attract such private capital, it must create conditions that are competi- 
tive as to risk with investment opportunities in private business. In my opinion, 
the tanker bill has failed to do this. There is only one way I know of to bring the 
risks to private capital under this program in line with other investment risks, 
and that is to make use of the ship mortgage insurance program. 

You have previously expressed to me your feelings in this matter but I would 
not be doing what you asked me to do if I did not honestly tell you that, in my 
opinion, the success of the Tanker Act will be jeopardized without the application 
of ship mortgage insurance. Iam sure that as prospective shipbuilders under this 
program we have talked to most of the operators who have shown interest in these 
charters. I can assure you that there will be strong competition among tanker 
operators if such mortgage insurance were applied in this case. On the basis of 
the many interested parties-who have discussed this program with us I can, with 
almost equal certainty, predict a failure of the program and, instead of 19 or 20 
ships, it is likely there would be only 3 or 4 for Government account. 
® It seems to me that the purpose of ship mortgage insurance was to take care of 
the marginal situation where private financing is not otherwise forthcoming on 
account of the risks involved. Such is the situation here. Here we have an ade- 
quate tool to do the job but, if the job is to be done, the tool must be used. 

These ships are most certainly special-purpose ships entitled to 100 percent in- 
surance at 87% percent. The record of hearings on these vessels is replete with 
reference to special features. As pointed out above, the combination of charac- 
teristics as to size, speed, and power make these ships special-purpose vessels; 
what other excuse could there be for intentionally building a type of ship that 
cannot compete commercially with ships now being built? 

I fully appreciate the original hope that the tanker program would stand on its 
own legislation but this will not be the case. I would hate to see, and I know you 
would too, the greatest legislative program in many years fall flat on its face at 
the outset of its application to specific situations. 

Sincerely yours, 
D. D. Srroumerer, Vice President. 
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STATEMENT OF CLARENCE G. MORSE, MARITIME ADMINISTRA- 
TOR, DEPARTMENT OF COMMERCE; ACCOMPANIED BY J. J. 


McMULLEN, OFFICE OF SHIP CONSTRUCTION AND REPAIR, 
MARITIME ADMINISTRATION 


Mr. Morse. Thank you, Mr. Senator. This is one of my early 
appearances before this committee, and I trust not one of my last 
ones. 

The Crairman. Thank you. 

Mr. Morse. Let me make a preliminary remark by saying | give 
full faith to the sincerity of all the witnesses that have appeared here. 

I have no reason to doubt their sincerity at all, and I wish to par- 
ticularly compliment Mr. Duke. I thought he gave a four-square 
statement of the position of a person who is interested in coming in 
and building tankers under this program. 

Mr. Chairman, we appear today at your request to be present to 
discuss with your subcommittee possible procedures to be undertaken 
to speed the implementation of a shipbuilding program. 

We understand that you are concerned with the program for the 
building of tankers for time charter to the Navy on a long-term basis 
as authorized by Publie Law 575, approved August 10, 1954. How- 
ever, it appears appropriate, and we should like also to take the oppor- 
tunity, to report briefly on the other shipbuilding programs of the 
Maritime Administration, and the progress which has been made in 
carrying them out 

Mr. Rothschild has just mentioned some of these programs, but | 
think it not amiss to again refer to them. 

Under the tanker trade-in-and-build program authorized by Public 
Law 574. approved August 10, 1954, 2 transactions have been com- 
pleted which are resulting in the construction of a total of 4 new 
tankers in 2 shipyards at an aggregate cost exceeding $28 million, 3 
for City Service and 1 for the Texas Co. 

A third application is now pending which contemplates the construc- 
tion of two additional tankers, and the Maritime Administration is 
actively negotiating with other tanker operators for the filing of addi- 
tional applications under the program. 

Specifically, 1 is with American Oil Co., for 1 new tanker, and the 
other is with is Gulf Oil Co. for 1 new tanker. 

The Cuarrman. That is the ones being built in Baltimore? 

Mr. Morse. Yes, sir. 

The CuatrMan. Are there foreigu-flag transfers concerned here? 

Mr. Morssr. No, sir; they are trade-in-and-build. 

The CHatrMaAn. How many of those proposals contain foreign- 
flag transfers? 

Mr. Morse. None. 

The CuHarrMAN. I do not want to interrupt, but there are several 
proposals before the Administration which involve foreign-flag trans- 
fers; is that not correct? They are either in informal or discussion 
stages; is that not correct? 

Mr. Morse. There have been 1 or 2 of those which were approved 
involving foreign-flag transfers. One, as I recall was the Ryan ship. 
That was several years ago, which involved 4 new tankers, 17!) knots 
tankers. 








68 NEW SHIP CONSTRUCTION PROGRAM 


The CHarrMaANn. Have there not been some suggestions made, and 
informal discussions, that some tanker companies will take these 
T-—2’s out and put a foreign flag on them? 

Mr. Morse. There has been some discussion, but we are not 
looking with particular favor on it. 

The CHarrMAN. I say you have not made decisions, and sometimes 
they are not in formal proposals, but there has been some discussion ; 
have there not? 

Mr. Morse. Yes, sir. 

With respect to the Navy tanker-charter program, Public Law 575 
approved August 10, 1954, authorized the Navy to enter into con- 
tracts on a competitive basis for the time charter of not to exceed 
15 tankers, not in being, for periods of not more than 10 years, sub- 
ject to the terms and conditions otherwise stated in the law. 

It is recognized that the Maritime Administration did not participate 
in the initiation and development of this particular legislation and 
that this program is under the immediate jurisdiction of the Navy. 

The CuarrmMan. I want to say in all fairness for the record, the 
Navy was initially heard by the Armed Services Committees of Con- 
gress and not this one. 

Mr. Morsz. Nevertheless, the Maritime Administration is also 
concerned since most, if not all, of the bidders under Public Law 575 
have conditioned their bids upon receiving aid under title XI of the 
Merchant Marine Act, 1936, as amended by Public Law 781, 83d 
Congress, approved September 3, 1954. 

The Maritime Administration received applications from 5 com- 
panies for mortgage aid on from 14 to 17 tankers which they proposed 
to build under the Navy charter program, each requesting 100 per- 
cent insurance coverage. 

The question of whether the Navy tankers are eligible for 100 per- 
cent insurance under Public Law 781, involves an administrative 
determination as to whether or not on a factual basis such vessels fall 
within the category of special-purpose vessels, and whether they are 
certified by the Secretary of Defense to be essential to the national 
defense. 

Examination of the legislative history of Public Laws 575 and 781 
supports the advice to the Martime Administrator from its general 
counsel to the effect that the granting of the mortgage insurance lies 
within the sound administrative discretion of the Administrator and 
that insurance up to 100 percent of 87% percent of the cost of the 
vessels may be granted, provided that the vessels are special-purpose 
vessels and are certified by the Secretary of Defense to be essential to 
national defense. 

The Cuarrman. Now, Mr. Morse, you mentioned that this was 
advice to the Administrator by the General Counsel. Were you not 
the General Counsel? 

Mr. Morse. I was General Counsel at that time and reporting to 
Mr. Rothschild. 

The CuHarrMan. In other words, this is your advice as General 
Counsel? 

Mr. Morse. That is correct. At that time I reported to him. 

The CHAIRMAN. So you are passing on your own advice now, or 
prior advice. You have not changed your mind? 


Mr. Morse. Not at all, no. 
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The CHarrMan. It just happe ned you happened to be General 
Counsel, and then you came up? 

Mr. Morse. That is correct. It was a factual determination, and 
that was the way it was reported to Mr. Rothschild as Administrator. 

With the history of Public Laws 575 and 781 in mind, we have 
determined, after a study of the characteristics and intended use of 
the proposed tankers, that they are not special-purpose vessels for the 
purposes of Public Law 781. 

In view of this, the Maritime Administration advised all applicants 
that it would grant insurance under Public Law 781, in proper cases, 
with respect to the Navy tanker charter vessels but that such in- 
surance would be limited to 90 percent of 87% percent of the cost of 
construction of the vessels. 

Moreover, in order to be assured that the applicants would have 
a continuing interest and would assume a proper financial risk, the 
applicants were further advised of the minimum financial require- 
ments of the Maritime Administration as to equity capital and work- 
ing capital. 

One applicant has already amended its application to meet the 
announced requirements of the Maritime Administration, and, at the 
same time, increased from 2 to 5 the tankers proposed to be con- 
structed with mortgage-insurance aid. 

The name of that company is United Oceanic Corp. 

The CHairMan. I do not see that that is pertinent that one com- 
pany has amended their application because if you have decreed that 
they cannot have it under the other procedure, naturally they are 
going to amend their application according to the order, but that 
does not mean they are going to get the financing. 

If I was applying, I would have both of them in there. I would 
have 1 application for 100 percent, and I would have 1 application 
for 90 percent, and 1 under the 1936 act, hoping that the ball would 
light some place and I would get a tanker built. 

Mr. Morse. The second applicant has also advised of its willingness 
to conform to the Maritime Administration requirements and that it 
is so amending its application covering six tankers within the next 
few days. At the time this was made, we were hopeful of having 
that in before the hearings, but it has not been forthcoming as yet. 

This involves possible construction of 11 tankers to meet the Navy 
authorization of not to exceed 15 tankers under Public Law 575. 

The implementation of the various ship-construction programs 
authorized by the 83d Congress has been expeditiously carried out 
when these programs are under the sole cognizance of the Maritime 
Administration. These include the Liberty ship conversion and engine 
improvement program with contracts presently totaling $6,400,000, 
and the construction of four tankers for the Department of the Nav y 
for $27,800,000. 

Other programs involving Government aid are being processed as 
promptly as possible depending upon the development of technical 
data by the applicants. These latter programs include 2 cargo- 
passenger ships for Moore-McCormack Lines, Inc., and 2 passenger- 
cargo ships for Grace Line, Inc. The invitations for the two Moore- 
McCormack ships will be issued on April 22, 1955. 

In addition bids have been received covering the reconstruction of 
4 mariners for American President Lines, Ltd., at a total cost of 
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$6,964,000, and for the reconstruction of 2 mariners as passenger- 
cargo ships for the Oceanic Steamship Co. for approximately $26 
million. 

Incidentally, the bids on Oceanic ships were opened just a couple 
of days ago. 

The CHarrMan. You are moving pretty fast the last 2 weeks; are 
you not? 

Mr. Morse. It has been accumulating over a period of time, Mr. 
Chairman. 

The CHarrMAN. I am glad to hear it. 

Mr. Morse. While the 1955 budget does not include funds for the 
Oceanic reconstructions, nevertheless, the awards may be made 
immediately in the event Congress approves our request in the pro- 
posed 1956 budget. 

The CuarrMan. Right there I think it is important for people here 
who are interested in these two—the President Line application. 
Do you need another appropriation for that if they are approved? 

Mr. Morse. No, sir; we have the funds for the four Mariners, 
but we need the funds for the Oceanic. 

The CHarrMan. In the present budget? 

Mr. Morse. It is in the 1956 budget. 

The CHarrMANn. We might be able to move fast on that because 
we do expect to get through with that appropriation within 60 days. 

Mr. Morse. We are hopeful that we will have the job in the hands 
of the yards not later than the 2d of July. 

Invitations to bid have also been issued for the first ship in the 
Military Sea Transportation Service special ship program, which is 
being administered by the Maritime Administration, with invitations 
for the remaining three types within a month. 

The CHarrMan. What kind of ships are they? 

Mr. Morss. Mr. McMullen will answer that. 

Mr. McMoutten. They are roll on and roll off. 

The CuHarrMan. Is that experimental? 

Mr. McMutten. The first the Navy has built; yes, sir. 

Mr. Morse. The emergency ship-repair program authorized by 
Congress has likewise been implemented as expeditiously as prac- 
ticable consistent with the Government’s interests. 

At the end of this month it is anticipated that the total contracts 
awarded will involve expenditures of approximately $6 million. 

The CHarrMANn. What about your appropriation for $12 million? 

Mr. Morss. We were changed on our appropriation for adminis- 
trative expense, and that is one of the reasons we have been unable 
to get the work out as rapidly as we would like to. 

The CuarrMan. In other words, you have taken some of that $12 
million that we appropriated for military repair and used it for 
administrative expense? 

Mr. Morse. No; as I reeall, it was originally set up, the $25 million 
and we got the $12 million, and administrative expenses were per- 
mitted up to $150,000. 

The CuarrMan. Do you mean the administrative expense on that 
program? 

Mr. Morsz. Yes. 

The CuHarrman. Why did you not come to us in a supplemental 
and ask for it? You have got that all there. 

Mr. Morse. Most of it. 
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The CHarrMAN. We gave you all you asked for. 

Mr. Morse. No; not quite. It was reduced by $25,000. 

The Cuarrman. Did you testify that was the reason this program 
was being held up? 

Mr. Morss. As I recall, we did so state before. 

The CHarrMAN. That was one of the reasons? 

Mr. Morse. Yes, sir; but it is going along steadily. We are getting 
more. work along that we did. 

Fhe CuarrMAN. But we want to get this clear. This is the ad- 
ministrative expense involved in this single program? 

Mr. Morse. Yes, sir. 

The Maritime Administration has developed a series of new ship 
designs which will form the basis of a replacement program. These 
designs cover the range of speed and capacity required by operators, 
and incorporate maximum commercial utility. 

As a matter of interest, three of these ships are incorporated in 
the proposed 1956 budget. In addition, the designs are being brought 
to the attention of both industry and the Department of Defense 
with the request that these designs be carefully studied and sugges- 
tions submitted indicating the requirements of individual operators 
and special services. 

The CuHarrMan. These are what you call prototypes? 

Mr. Morse. That is correct, in the 1956 budget. I wish at this 
time to call to your attention a letter which we received from the 
Department of the Navy which is dated April 20, 1955. 

Mr. Chairman, this letter was in response to a letter from me, 
addressed to the Honorable Charles 5. Thomas, Secretary of the 
Navy, and dated April 7, 1955. 

| would like to read to you that letter from Mr. Thomas which I 
received, because I think it is pertinent. 

My Dwar Mr. ApMINISTRATOR: Reference is made to your letter of April 7, 
1955, concerning the subject of application of the loan and mortgage provisions 
of title XI, Merchant Marine Act of 1936, “Aas amended, to the Navy’s charter 
and build program under Public Law 575. Specifically, you requested the Navy’s 
views concerning your determination that these vessels are not ‘‘special purpose 
vessels’? within the meaning of the first mentioned act. 

In the absence of any definition or authoritative interpretation of the term 
“special purpose vessel,” it is the opinion of the Department of the Navy that 
a “special purpose vessel’’ would be one that is built for a special purpose, differing 
significantly from purposes for which commercial vessels are built for conventional 
operations. An example of such a special purpose vessel could be one of the 
roll-on, roll-off type. 

The Department of the Navy concurs in the determination of the Maritime 
Administration that the tankers to be built for MSTS charter under the terms 
of Public Law 575 are not “special purpose vessels’ within the meaning of 
title XI, Merchant Marine Act, 1936, as amended. 

Sincerely yours, 
C. 8. Tuomas. 

The CuairMANn. How does the Secretary of the Navy square that 
opinion with Admiral Denebrink’s testimony before the subcommittee, 
hearings on S. 3458 to authorize the long-term charter of tankers by 
the Secretary of the Navy? 

I will read the testimony of Admiral Denebrink at page 4996 of 
Document No. 97: 

Admiral Denesrink. Good morning, Mr. Chairman ana gentlemen. I am 
Vice Admiral Denebrink. 

In response to the questions of the subcommittee with regard to the size of these 
proposed tankers, the consistent view of the Navy Department has been that these 
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vessels must be built to restrictive specifications in order to meet the needs of the 
Department of Defense, the Navy Department, and the Military Sea Transporta- 
tion Service. 

These figures were carefully decided upon. We analyzed our petroleum life re- 
quirements throughout the world and we determined that we should have a vessel 
of 25,000 deadweight tons capacity, that this ship should have a beam not exceed- 
ing 84 feet, that it should have a draft fully loaded not to exceed 32 feet, that it 
should have a sustained sea speed fully loaded of at least 18 knots. 

The needs for these restrictive specifications are predicated upon the drafts in 
the various harbors, bearing in mind that we can’t always expect to put our ship 
in principal harbors. 

We may have to cramp our ship into restricted dock areas. We can’t always ex- 
pect that we can put a ship into a place where there is adequate storage capacity 
to take the fuels which we transport. 

We feel that the speed requirement is most important in order to keep progress 
with the or in the area of antisubmarine warfare. 

So the problem of building a ship to those specifications has been carefully 
explored. Shipbuilders have reliably informed me that such a ship is not only 
feasible, but practical, can be built within the money which we have estimated. 

I have been further informed that such a ship can be equipped with main pro- 
pulsion machinery which, by technical operating modification, can be operated at 
a lower speed, at almost the same efficiency as it can be operated at the higher 
speed. 

;, So I wish to assure the committee that the type of ship which we have specified 
is a type of ship which the military needs to fulfill its military commitments, and 
to go to a larger ship which would fit commercial requirements is opposed by the 
Navy Department. 

Mr. Morsr. I assume that Secretary Thomas—— 

The CuarrmMan. Then Mr. Vinson says 

Mr. Chairman, in view of the statement of the admiral which is so convincing, 
I don’t think we should change the tonnage or the speed, which would follow the 
views of the Department in reference to it. 

And the committee went on and approved it. 

Mr. Morse. I would assume that the Secretary conferred with 
other people in the Navy Department, presumably Admiral Denebrink, 
and I suggest that then the question is whether the admiral concurr ed 
in the letter signed by the Secretary. 

The CuarrmMan. Would you not say that this testimony given to 
the Members of Congress that passed upon this would have some 
bearing upon what they later say just this month that it is their intent 
that these are special-purpose ships, and the basis of making them 
special-purpose ships was this testimony, and there is a lot more here? 
But apparently there has either been a change of mind or Congress 
didn’t understand what they meant by “special purposes.”’ 

Mr. Morsz. I considered that, Mr. Chairman, when I made the 
opinion as general counsel. All of these tankers are tailormade ships. 

The CuarrmMan. Tailor made for the Navy. 

Mr. Morse. Every ship that is built is tailor made, which would 
mean we insure 100 percent of the construction of every ship we take 
under consideration, Mr. Senator. 

The Cuarrman. No, but I say there are certain special-purpose 
ships. That is why we put that provision in the act, and we have 
just appropriated money for special-purpose ships. 

Mr. Morse. All those ships. 

The Cuarrman. Tailored to the needs of the Navy and not tailored 
for general purposes. That is the point I am making. I do not say 
that all ships are special purpose ships, but there has been a designa- 
tion—it may be a loose one—between what is a usual designed ship 
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purely for commercial use, and also can be used by the Navy in cer- 
tain circumstances, and also some of the special purpose ships of the 
Navy might be used for commercial purposes. 

Now, we are breaking out into some Navy tugs, aren’t we? They 
can be used for commercial purposes and yet we calssify them as 
special ships. 

Mr. Morse. I have a couple other points I would like to make, 
Mr. Senator. 

The CuHarrMan. And the roll-on and roll-off ship was tailormade 
for dry cargo. 

Mr. Morse. That was spelled out for us, and why these were not, 
I do not know. That is one convincing reason that I came to the 
conclusion that they were not special purpose. 

Mr. Pewurierinti. In the legislative history the roll-on and roll-off 
ship was used as an example of what a special purpose is. 

The CHarrMAN. As an example of special purpose. They did not 
designate or say that was the only one. 

Mr. Morsr. At this time would it be appropriate to refer to a story 
I have frequently heard. When language from legislation is clear 
why turn to the confusing language of the legislative history. 

The CuairmMan. That is all right, but we lots of times pass legisla- 
tion in which the language is not clear 

A lot of lawyers make a living off ‘that, but we try to make the 
language to conform with what we intended; and in this case there is 
no question in your mind what we intended, is there? 

Leave the language out, is there any question in your mind what we 
intended? 

Mr. Morse. Not from the letters received from the Congressmen 
and yourself and the other Senators. 

I have a couple of other points I would like to make, Mr. Chairman. 

My first point is if one of the large, well-established tanker operators 
sought to borrow the money from the banks, they could do so even 
without any charter or any mortgage Msurance. The lending would 
be made upon the financ ial stre ngth of the borrower. 

It is, therefore, obvious that the lending institutions are concerned 
here not so much with the Navy charter or the mortgage insurance as 
they are with the financial stability and operating background of these 
applicants. 

Point 2: It is a fact that large tanker operators and other people 
also have financed through banks and insurance companies the con- 
struction of many big tankers solely upon the collateral of long-term 
charters to the oil companies. 

From this it will be seen that a long-term charter, instead of being 
a liability as intimated in these hearings, is a bankable asset. 

The CHarrmMan. But, Mr. Morse, in that case would not the long- 
term charters to the oil company, the terms of the charters, be the 
collateral and in this case they are restricted to $5? 

Mr. Morse. I think you will find that the rates have been less than 
$5 in most of these commercial charters. 

The CHarrMan. But it could be a time when it could be above $5, 
could it not? 

Mr. Morse. Yes, I agree. I am not being critical of the $5. 

The CuHarrMAN. We tried to get it down to where there was some 
flexibility. 
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Mr. Morse. Point 3: It is human nature for people to try und get 
as much as they can for themselves, and I am being realistic, not criti- 
cal, when I say that the applicants for mortgage aid want 100 percent 
insurance. 

I would be less than fair to you if I failed to state that part of the 
reason for these applicants’ failure to go all out to finance these tank- 
ers on 90 percent insurance is in part due to statements emanating 
from the Hill indicating that these tankers are special purpose vessels 
and are entitled to 100) percent insurance. 

If I were an applicant, I also would hold off in the hope of getting 
100 percent instead of 90 percent. 

The CHarrmMan. Now, wait a minute. Let’s stop right there. 
We have not said that anybody should get 100 percent or 90 percent, 
statements from the Hill. We said that our intention was that these 
were special purpose ships, and, therefore, as such that they might 
be entitled, in the discretion of the Maritime Administration, to 100 
percent. That is all we have said. 

Mr. Morse. Yes, I have appreciation for that, but the result is 
substantially the same. 

The CuHarrMan. I do not know the result, but we said we intended 
these to be special purpose ships, and if they were designated as such, 
they would then be entitled within the discretion of the Maritime 
Administration to 100 percent; but that it is your decision to make, not 
us. 

Mr. Morse. Presumably—— 

The CuHarrman. I have not said any applicant should get 100 
percent insurance. I do not know whether they should get 100 
percent or 90 percent; but I do know we intended these to be special 
purpose ships. That is your job at that end, incidentally as an arm of 
Congresss and not an executive agency. 

Mr. Morse. Also, of course, Mr. Senator, you would be, I think, 
somewhat critical of me if they are determined to be special purpose 
and I were to say, nevertheless I will insure only for 90 percent. 

Point 4: I do not want to be placed in the position in which some 
other agencies of the Government find themselves in being criticized 
by GAO and the Congress for failing to protect the interest of the 
Government. 

I consider that my duty in the present instance is to act as a prudent 
businessman. Despite our mutual desire to get new ship construction, 
I am sure this committee would not want me to take action not 
clearly within the framework of title XI. 

This involves two questions: (1) Are these special-purpose vessels; 
and (2) what net worth and minimum working capital requirements 
are necessary to protect the Government? 

It is my sincere belief that the vessels are not special-purpose 
vessels. All vessels are custom tailored, It has been said to me that 
they are long for their length, wide for their width, and deep for their 
draft. 

No other solid basis exists for calling them special purpose, and 
we have Mr. McMullen here who can give you the details of other 
tankers in commercial operation which are comparable as to speed, 
length, draft, deadweight, pumping systems, and so forth. In that 
regard, I respectfully call to your attention that the American Bureau 
of “Shipping purports only to be a classification society, not an organi- 
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zation to design ships or to determine whether they are or are not 
special-purpose vessels. 

As to net worth and working capital requirements, it is to be noted 
that many of the applicants originally contemplated that they would 
withdraw their entire equity during the first 10 years thereby leaving 
us, as mortgage insurer, without protection at the end of the 10-year 
term. 

In other words, under their proposals they were free to run at the 
end of 10 years and leave us holding the bag. I do not favor any such 
program. I have established reasonable regulations along those lines 
to protect the Government, to protect the applicants from milking the 
venture during the first 10 years against their own best interests and 
to assure the Government that the owner will have an equity interest 
in the venture during the life of the mortgage, thereby assuring that 
the owner will continue to look out for the operation of the vessel 
after the termination of the Navy charter. 

Point 5: During yesterday’s testimony it was stated that the yards 
would not consider participating in the financing of these tankers. 

I cannot believe that these yards have never either waived their 
profit or deferred receiving their profit on a job in order to construct 
a vessel. I am not suggesting that the yard should not realize a 
reasonable profit. 

I am suggesting it is not unrealistic to ask them to defer taking out 
their profit—for example, in interest-bearing preferred stock callable 
during the first 5 years of the charter. 

Mr. Strohmeier was in my office one day at which time he said he 
would be criticized by the Government if he aided in the financing of 
these tankers. I stated to him at that time, and it is my firm con- 
viction, that the yards would not be subject to criticism if they do 
not take an unreasonable profit for the construction and aid in financ- 
ing these these tankers. It would be a simple matter to segregate 
the charges made by the yard for financial aid from the charge made 
for the construction work. 

The CyarrMaNn. Do you suggest that they participate in this, that 
they participate for 20 years on the mortgage side? 

Mr. Morss. No; I do not think it is necessary. 

The CuarrMan. If they participate, how are they going to do so? 
They are going to have to take it out of their profit. 

Mr. Morss. I am not suggesting that it is unrealistic that they 
defer. 

The CuarrMan. In other words, whatever profit they make on the 
ship they would not take that on completion or charge that; they 
would take that profit and spread it out over a period of time? 

Mr. Morssz. Up to 5 years, sir. 

The CuarrMan. Up to 5 years 

Mr. Morse. Yes, sir. 

The CuHarrmMan. Then if you are running their business on the 
theory that they are going to have this profit, then they would have 
to go out and borrow money to take the place of the profit which is 
going to be part of their business. 

Mr. Morse. That does not necessarily follow. 

The CuatrMan. Not if it is a great company and has a big reserve; 
if you defer something for 5 years, you are going to have to borrow 
something to take its place. 
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Mr. Morse. That is right, but they never got back all their invest- 
ment in the venture except the profit. 

I also told him that they would be subject to criticism if they take 
an unreasonable profit even though they have no participation in the 
financing. 

It seems odd to me that these companies should feel that they may 
never assist their clients financially. Where would General Motors 
and Ford be if they had not set up organizations to finance the pur- 
chase of automobiles and other equipment. 

The CHarrMan. That does not necessarily follow. There may be 
some people who criticize them for doing so. 

Mr. Morsr. Maybe. Let us get down to the crux of this prob- 
lem—namely, whether we issue 90 percent insurance or 100 percent 
insurance—and that gets down to the simple question whether the 
owner will collateralize the uninsured 10 percent himself or whether 
the Government will do so by increasing the mortgage insurance from 
90 to 100 percent. 

Assuming the tanker costs $8 million, it means that the mortgage 
may not exceed $7 million; namely, 87% percent of the cost of the 
tanker. If we were to insure 90 percent of the mortgage, we would 
be insuring $6,300,000, leaving $700,000 uninsured which the owner 
would have to collateralize in some manner. 

This he could do by putting that much additional equity into the 
venture. Seemingly, these owners do not wish to make this addi- 
tional investment. 

Alternatively, 1 believe it not impossible for these owners to col- 
lateralize this $700,000 through bank borrowings and purchase of 
Government bonds, and I am advised that the cost to the owner 
whether collateralizing in this manner or obtaining 100 percent 
insurance would not be substantially greater. 

The Cuarrman. That is the overall cost in your opinion would not 
be greater? 

Mr. Morssg. Yes, sir. 

The truth of the matter is that most of these applicants are coming 
in with thin equity investments. We would not have these problems 
today if the applicants were in position to make more substantial 
equity investments. 

Furthermore, it is my understanding and belief that whether these 
charters are profitable or unprofitable does not fundamentally turn 
on the question whether we will insure 100 percent of the mortgage. 
The required payout to the owner would be substantially the same in 
either alternative. 

The Cuarrman. I do not think that there is any disagreement that 
whether there be 90 or 100 percent is going to determine what the 
profit on the operation is going to be in the end. 

Mr. Morse. That is correct. 

The Cuarrman. What we are dealing with is whether we can get 
this program started at 90 or 100 percent. 

Mr. Morsz. I agree with you. 

The CHarrMan. I am sure if I could go out and get a 75-percent 
mortgage or a 50-percent mortgage, that would not make any differ- 
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ence at the end what profit I may make on the charter on the ship; 
that is, how it operates and what I get for the charter and the opera- 
tion, the income—it does not make any difference what the mortgage 
is, Mr. Morse. 

Mr. Morss. To confirm our view, that we think it is workable, we 
received this telegram this morning, and I will read it into the record. 

It is from Mr. W. W. Wagner, vice president and treasurer of 
National Bulk Carriers, Inc., and reads as follows: 

This is to inform you that National Bulk Carriers, Inc., or an affiliate is willing 
to build from 1 to 3 tankers for charter to the Military Sea Transportation Service 
in accordance with existing statute and with the understanding ths it the mortgage 
guaranty shall not be more than 90 percent of 8744 percent. We should be pleas ed 
to meet with you and representatives of MSTS to finalize an agreement to this 
effect at your convenience. 

The CuarrMan. That telegram does not agree with the statement 
they have just filed here today. 

Mr. Morsp. This is the first I have heard from the National Bulk 
Carriers, and there is no such condition included in the telegram as 
there is in that filed statement. 

The CHarrMan. They have just filed that statement today. Let 
me read it to you. They are requesting changes in the law so that 
they might transfer some. I will read from their statement. Of 
course, if they can transfer T-2’s over, they can do this. 

In their statement, they say: 

Section 1 (a) (2) provides that preference shall be given to those exclusively 
engaged in the operation of American-flag ships. This provision could be inter- 
preted and administered so as to apply to vessels of foreign registry owned by 
companies related to or affiliated with the contractor. Inasmuch as almost ail 
the larger American-flag tanker owners have some kind of foreign affiliation, this 
provision precludes the more substantial, efficient tanker operators from partici- 
pating in this program. Accordingly, we would suggest that this restriction be 
eliminated from the act or limited so as to apply only to the snecific contracting 
company. 

There are some others in there, but I won’t read it. They want 
to take T-2’s and get them out in the stream and hoist that foreign 
flag, and they are worth double or more. 

Mr. Morsr. They do not attach any such conditions in the 
telegram. 

The Cuarrman. No; but they tell us to do that, or they suggest it. 

Mr. Morse. I think fundamentally the basic problem here is the 
detriments in the basic statute. 

The Cuarrman. As I say, that is beside the point. You will get 
the details of their suggestion later on, but right or wrong, I am sure 
they are also going to suggest that they be allowed to do this, and if 
they are allowed to do this, then the “y will do the other. 

Mr. Mors». I can tell you now that I will not look with favor on 
a foreign transfer, if they are going to get 90 percent. 

The CHarrMANn. You do not mind if we place in the record your 
letter to the Secretary of the Navy which elicited his reply on April 20, 
1955, which you have already read, do you? 

Mr. Morsz. You have my permission, if needed, Mr. Chairman. 

The CuarrMan. Thank you. 

(The above-mentioned document is as follows:) 
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DEPARTMENT OF COMMERCE, 
MARITIME ADMINISTRATION, 
Washington, D. C. April 7, 1955. 
Hon. Cuarues 8. THoMas, 
Secretary of the Navy, 
Washington, D. C. 

My Dear Mr. Secretary: Under title XI, Merchant Marine Act, 1936, as 
amended, the Secretary of Commerce is authorized to insure loans and mortgages 
granted in connection with the construction of new vessels. The law provides 
that “in the case of special-purpose vessels certified by the Secretary of Defense 
to be essential to national defense, the Secretary of Commerce may insure 100 
percent of the principal and interest on any such mortgage eligible for insur- 
ance * * *, 

In connection with the Navy’s charter-and-build program under Public Law 
575, requests have been made that the Government insure 100 percent of the 
principal and interest of the mortgage. While we are aware that the vessels to bi 
built and chartered under this program have certain characteristics such as a 
speed of 18 knots and a size which differs in such design features from most tankers 
presently under construction in the United States for commercial account, the 
Maritime Administration believes that such vessels are not special-purpose vessels 
within the meaning of the above-quoted provision of title XI, Merchant Marine 
Act, 1936, as amended. It is our understanding that such vessels will be used 
by the Department of Defense to meet the general requirements of the armed 
services for the transportation of petroleum and that additional requirements of 
the armed services of a similar character will be met by regular commercial tankers. 
It is our further understanding that such vessels at the end of the Navy’s charter 
could be employed in the carriage of petroleum products for commercial account. 

The Maritime Administration will grant mortgage insurance equal to 90 percent 
of 8714 percent of the actual cost of a tanker. 

While the law provides that the determination of whether or not a vessel is a 
special-purpose vessel within the meaning of the act is for the determination of 
the Secretary of Commerce, and the Secretary of Defense certifies only that the 
vessels are essential to the national defense, we would appreciate your views with 
respect to our determination that the vessels proposed to be included within the 
Navy’s program under Public Law 575 are not special-purpose vessels within the 
meaning of title XI, Merchant Marine Act, 1936, as amended. 

Sincerely yours, 
CLARENCE G. Morse, 
Maritime Administrator. 


The CHarrMan. I can ask you one simple question: On these 15 
tankers, insofar as you are concerned as Administrator, under the 
present situation, under the present tax, present law, and all of this 
testimony of Admiral Denebrink’s testimony on behalf of the Navy 
and everyone else, you are not inclined to consider these special- 
purpose ships? 

Mr. Morss. It is my feeling, sir, that the legislation itself and the 
legislative history does not justify me in determining that they are 
special-purpose ships. 

The CuarrMan. I admire you for your frankness. 

Mr. Morse. Thank you, sir. 

The CuarrMan. Unless something is done, there is no chance of 
applicants getting 100-percent mortgages on these tankers, is there? 

Mr. Morse. That is correct; unless I am overruled by higher 
authority. 

The CuarrMAN. You are the highest authority. 

Mr. Morsz. I do not accept that statement, Mr. Senator. 

The CuarrMan. Then what do you mean by “higher authority’”? 

Mr. Morse. There would be the Secretary of Commerce who can 
overrule my decision on this matter. 


» 
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The CuarrMan. Yes; so that insofar as any hopes anyone has, as 
far as you are personally concerned, unless something else was done, 
unless you were overruled by higher authority, or unless Congress 
would change the law—I do not know whether we could do it by 
special joint resolution, as Senator Payne suggested—they might as 
well figure they had better be figuring on 90 percent? 

Mr. Morse. I would recommend such a change from the Congress 
if they are willing to do so. 

The CuarrMan. You have no objection to the law, as such? 

Mr. Morse. By no means. We want the tankers built. 

Mr. Peuurerinti. In other words, if I understand you correctly, if 
you were satisfied that these were special- purpose bills, you would 
have no objection to the 100 percent insurance? 

Mr. Morse. Yes, sir; provided it was in a form or a dignity that 
would overrule all my questions and the background of the bill. 

Mr. Pexiierint. In other words, the thing should be substantial in 
form enough to overrule the background? 

Mr. Morse. Yes, sir. 

The CHarrMaNn. I think that makes it clear. Now I want to ask 
you one further question 

Mr. Morse. Pardon me for interrupting. 

The CuarrMan. That is all right. 

Mr. Morse. A simple change in the characteristics of these ships 
might make them special-purpose vessels in our thinking. 

Mr. Pevuierint. What special characteristics? 

Mr. Morse. I would rather have Mr. McMullen talk about that. 
I am not expert on ship design. 

Mr. McMu ten. It is noted in the letter from the Department of 
the Navy that they differ significantly from varying commercial 
characteristics; for example, if these ships had 20 knots in them or if 
they had pumping capacity so that they could fuel at sea in time of war. 

The CHAIRMAN. Would the MSTS agree to a change in design? 

Mr. McMutten. I have no idea. 

The Crarrman. I know you could not have done that, it would 
have to be asked for by the Defense Department, would it not? 

Mr. McMuLLuEN. Yes, sir. 

The CuarrMan. They could make them different than the four 
that are now being built under the Navy contract. 

Mr. McMut.en. Yes, sir. 

The CHarrman. I have no further questions, Mr. Morse. At this 
time we will hear from Admiral Denebrink. 

Admiral Dierricn. Admiral Denebrink is in the hospital, so I am 
here representing him, sir. 

The Carman. Do you have authority from Admiral Denebrink 
to say that he agrees with the late interpretation, the recent inter- 
pretation, of the Secretary of the Navy as to whether these ships are 
special purpose? 

Admiral Drerricn. I do have that authority, sir. I can amplify 
that if you wish. 

The CHarrMan. The committee will be glad to hear you, Admiral 
Dietrich. 
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STATEMENT OF REAR ADM. NEIL K. DIETRICH, UNITED STATES 
NAVY, DEPUTY COMMANDANT, MSTS 


Admiral Dirrrica. My name is Rear Adm. N. K. Dietrich, deputy 
commander, Military Sea Transportation Service. 

This statement is directed to the matter of delays encountered in 
the program contemplated by Public Law 575, 83d Congress, 2d ses- 
sion, which statute authorized the construction by the Department of 
the Navy of 5 tanker vessels of 25,000 deadweight tons with a speed of 
18 knots, and the time charter by the Navy for a period of 10 years 
of 15 tankers of the same general specifications to be constructed by 
private owners. 

Construction of tankers by the Navy: Public Law 575, 83d Con- 
gress, 2d session, authorized construction by the Navy o f 5 tankers and 
the Congress appropriated $30 million for that purpose. 

(Public Law 663, 83d Cong., 2d sess., August 26, 1954.) 

This sum was sufficient to permit the construction of four of the 
authorized tankers. 

Inmediately upon the appropriation of funds for the construction, 
contracts were awarded by the Bureau of Ships, Navy Department, 
to the Sun Shipbuilding & Drydock Co., of Chester, Pa., for the 
designing of the four tankers. 

Bids for the construction of the tankers were invited on October 13, 
1954, by the Maritime Administration acting on behalf of the Navy. 
Bids were to be opened on November 17, 1954. A contract for the 
construction of three tankers was awarded the Sun Shipbuilding & 
Drydock Co., as the lead yard. 

A contract for construction of one tanker was awarded to the Ingalls 
Shipbuilding Corp. of Pascagoula, Miss. 

Under the first contract, deliveries are expected 2 months apart 
commencing on February 15, 1956; under the second contract the 
delivery date is June 4, 1956. 

Chartering of tankers by the Navy: Public Law 575, 83d Congress, 
2d session, was enacted August 10, 1954. On August 20, 1954, 
commander, Military Sea Transportation Service, having in the mean- 
time been designated by the Secretary of the Navy as the contracting 
officer to charter the 15 tankers to be privately owned, issued an 
invitation for offers to charter such vessels. 

Wide circulation was given the invitation. Copies were sent to 
295 owners of American-flag tankers and persons who had previously 
expressed an interest in the construction of the proposed tankers; also 
to many owners of dry cargo vessels, brokers, and organizations of 
the shipping industry. 

Offers in response to the invitation were to be submitted not later 
than November 20, 1954, and were to remain open until January 19, 
1955. 

Due to the limitations and restrictions contained in the act, it was 
considered that 90 days would be required for prospective owners to 
make the necessary fiscal arrangements and to obtain firm commit- 
ments from shipyards for the construction of the tankers. 

It was believed that 60 days would be required in which to negotiate 
final charter contracts and to obtain the clearances required before 
awards could be made. 
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Seven offers for a total of 28 tankers were received on November 20, 
1954, in response to the invitation. Subsequent amendments to 
those offers submitted in due form have raised the total of these original 
offers to 34. None of these offers met all requirements of the invi- 
tation and none of the offerers was prepared to accept an award free 
of conditions. 

As none of the offerers could present definitive information with 
respect to all of the essential elements of its costs or financing plans or 
give acceptable assurance of performance under the proposed con- 
tract, none was in a position to negotiate with the Government with 
respect to the rate of charter hire. 

All offerers advised that their offers could not be fulfilled without 
mortgage insurance furnished by the Government. They indicated 
their expectation that such insurance would be available to them 
under terms to be announced by the Maritime Administration at an 
early date. 

In the circumstances, commander, Military Sea Transportation 
Service, had no choice but to await the time when the offerers could 
so firm up their offers as to permit consideration. As no announce- 
ment had been made by the Maritime Administration by January 19, 
1955, the date awards were to have been made, commander, Military 
Sea Transportation Service, with the concurrence of all offerers ex- 
tended the time for making awards until March 1, 1955; for the same 
reason later extensions to April 1, 1955, and May 1, 1955, were made. 

The Maritime Administrator announced on March 25, 1955, that 
mortgage insurance would be available, to owners meeting certain 
requirements, for 90 percent of 87% percent of construction costs of 
the proposed ‘tankers. 

As some of the offerers had represented that their offers could 
materialize only with mortgage insurance for 100 percent of 87% 
percent of construction costs, commander, Military Sea Transporta- 
tion Service, has asked each of the original offerers to advise whether 
it will seek to firm up its offer with mortgage insurance on the 
announced basis. 

As of this date 2 offerers proposing to construct a total of 14 tankers 
have advised they expect to apply for such mortgage insurance and 
that they will soon be prepared to negotiate charters with the Govern- 
ment. They indicate, however, that another extension of time will 
be required, at least to May 15, 1955. 

I would like at this point to modify the last 2 sentences just read to 
inform the committee that, since this statement was written, and just 
before leaving MSTS headquarters for this hearing, MSTS received 
a letter from the attorneys of 1 of the 2 offerers above mentioned, 
stating that this offerer is still in the process of finalizing his financial 
plan and at this time is not able to make a positive statement that he 
will apply for 90 percent of 8744 percent mortgage insurance. 

The Department of the Navy considers basically sound the prin- 
ciples encompassed by Public Law 575 relating to private ownership 
and construction of tankers for charter by the Government and has 
made every effort to carry out the purposes of the law. Nevertheless, 
until firm and unconditional offers are received the Navy will be 
unable to conclude the necessary long-term charters. 

In each instance where action was taken by the Department of the 
Navy with respect to the chartering program under Public Law 575, 
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83d Congress, 2d session, Commander Military Sea T ransportation 
Service reported such ac tion and the then status of the program in 
letters addressed to the chairmen of the Senate and House Armed 
Services Committees. (Letters of December 3, 1954, January 19, 
1955, February 25, 1955, and March 29, 1955.) 

The CuarrMANn. There is no need, Admiral, for you to amplify 
Admiral Denebrink’s testimony, which I personally think is in 
conflict with the Secretary’s letter and interpretation. 

I do not mean’ to question his honesty, but apparently now he 
agrees with the Navy’s contention. 

Admiral Drerricu. No, sir; Mr. Chairman. I think it is only 
fair if I may, to say that Admiral Denebrink’s testimony as given 
before both the House and the Senate committee was in an effort to 
be completely clear, explicit, and candid in order that there would 
be no question about the characteristics desired, and why they were 
desired; but it was never—if I may speak of intent now, sir. 

The CuarrMan. Yes, sir. 

Admiral Dierricu. The intent of describing these characteristics 
was to prescribe a ship which would be acceptable for commercial 
interests in private industry with the average accepted life of 20 
years, which could be chartered by the Government MSTS for the 
first 10 years of life. 

It was never intended that this was to be a special-purpose ship, 
but it was always the intent, because that was the only consideration 
that entered into the planning of this ship over a year in consultation 
at several times with representatives of private industry and of ship- 
builders too, within MSTS, to describe only a ship that would be 
acceptable to private industry for commercial use, but which could 
be chartered by MSTS, thereby retiring certain Government-owned 
ships, and putting privately owned and operated ships into Govern- 
ment service under the long-term charters. 

The CuarrMan. In other words, what you were doing is describing 
a type of ship? 

Admiral Drierricn. Exactly, sir. 

The Cuarrman. Which was tailored for the needs that you thought 
existed? 

Admiral Drerricn. Yes, sir; and which would be acceptable to 
private industry for commercial use. 

The CHarrMan. Which you thought would be or he thought would 
be? 

Admiral Drerricn. Yes, sir. 

The CHarrMan. And at the end of a 10-year period? 

Admiral Dierricn. Yes, sir. 

The CuarrmMan. Whether or not that falls into the category of 
special purpose is a matter of interpretation; is it not? 

Admiral Drierricn. Entirely, sir. 

The Cuarrman. And whether or not it does could be based upon 
the test or specifications and use and so on and so forth? 

Admiral Dierricn. Yes, sir. 

Mr. Pe.uierini. Admiral, following up the reasoning which you 
have just given, the Senate in acting on Public Law 575 provides for 
the construction and charter to the Navy of a ship in a range from 
25,000 to 32,000 tons; is that not correct? ‘ 

Admiral Drerricu. That was later changed. 
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Mr. Peuuierini. That is what the Senate did? 

Admiral Dierricu. Yes. 

Mr. Pe.uierini. And that same range in size was a design which 
was to take care of the commercial aspects of these tankers; is that 
not accurate? 

Admiral Dirrricn. I was informed that was the Senate intention. 

Mr. Peturertni. And that was done by the Senate as a result of 
the representations made to the Senate by the commercial operators; 
is that not accurate? 

Admiral Dierricn. As far as I know that is accurate. I did not 
hear all the testimony. 

Mr. Peiuierini. When it got over to the House side, however, 
Admiral Denebrink and the Navy agreed. I believe Mr. Thomas and 
the others were of the opinion that that tanker was not suitable, that 
a commercial tanker which could range in size to 32,000 tons was not 
suitable for the restricted Navy use; is that not correct? 

Admiral Dierricu. That is correct; an objection was made by 
both. 

Mr. Pe.urertni. And that was what Admiral Denebrink had in 
mind when he answered Mr. Shafer and Mr. Vinson in the language 
as read by the Senator; is that not correct? 

Admiral Drerricu. I would assume so, Mr. Counsel, because he 
wanted to reiterate the MSTS need was for 25 ,000 tons. 

The CuarrmMan. And he did not want to get up into the range where 
that was the normal commercial range of tankers? 

Admiral Drerricu. If that be the normal commercial range. 

The CuarrMan. It could be higher. 

Admiral Dirrricn. Also lower. 

Mr. Pevuierini. In other words, it was the Navy’s view, as repre- 
sented by Admiral Denebrink, and as I say, I believe 1 or 2 other 
members of the civilian end of the Navy Department appeared and 
testified, that you had to have a different type ship? 

Admiral Dierricn. A ship with particular characteristics; that is 
correct. 

Mr. Peuuierint. That is all. 

The CuatrMan. Thank you, Admiral. I oes anyone else have any- 
thing to say. Are there any bankers to tell us about financing. 

I want to say that Mr. Azoy was here representing some financial 
institutions that are interested in the financing, but he was going 
to file a statement. 

We will keep the record open for Mr. Power of Dillion-Eastman 
also. 


STATEMENT OF A. J. ANDERSON 


Mr. ANpErRsoN. Mr. Chairman, Mr. Power was unable to be here, 
and I am Mr. Anderson talking for the financial situation. I would 
like to say one thing to clear a little of the financing of these three 
companies in regard to the liability of the Government under this 
insurance. 

Our system is set up in such a way that we figured the profit 
possible and possible recovery of equity capital in conjunction with 
two major oil companies, using as a basis for our figures their ope rating 
costs and also used as a basis the operation of the present MSTS 
freight tankers. 
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It was determined, in conjunction with many conferences with 
Mr. Strohmeier, with Mr. Bluett, Mr. Lanier, the representatives of 
the National City Bank, the representatives of the Chemical Bank, 
and the representatives of the 117 companies which are now involved 
with us in this $75 million program. 

There was no possibility of recovery during the life of this charter 
of equity capital. We, therefore, came on the idea of attempting 
to get financing throughout the country from offshore interests, as 
well as the people along the coast, which, I was given to understand, 
is a very important feature for our Maritime Administration. 

Through the excellent efforts of the Eastman-Dillon Co. we have 
secured and have as associates in this venture a good many insurance 
companies carrying the long-term financing. 

The Cuarrman. They are in the record, Mr. Anderson. 

Mr. ANpERsoN. Yes, sir; the National City Bank and the Chemical 
Bank carried the short-term financing. 

This financing would be set up on a basis that we will put up 
$1,060,000 of our own cash. The operating money, the ability to 
operate has naturally been very carefully checked by the bank, by the 
insurance companies, and by us. 

The Government insurance of 100 percent does not expose the 
Government to any risk whatsoever under this plan that we have 
based on a 10-year period. The insurance that we have covers off- 
hire in the charter. That is, if our ship is unable to perform our 
charter with MSTS, we then are covered by off-hiring insurance. 

That insurance and all money or money coming from MSTS would 
be paid to either the Chemical or the National City Bank. Neither 
the owners nor the stockholders could, therefore, have any of it. All 
those payments would be made directly to the Government, and to the 
interested party, so that the very worst under the 100 percent that can 
happen to the Government if we receive 87% percent insurance, if we 
went broke the very first day of the charter, they would get the ships 
at exactly $1 million less than if they built them themselves. 


STATEMENT OF FRANCIS B. GOERTNER ON BEHALF OF THE 
NATIONAL BULK CARRIERS 


Mr. GorrtNnerR. I am Francis B. Goertner, counsel for National 
Bulk Carriers. I did not want to leave in the record that in the 
memorandum they submitted, they were suggesting a trade-in was a 
necessary condition. They referred to section (a) solely for the 
purpose of showing that those who already owned in their own com- 
pany or in other affiliated companies might be under some difficulty 
under the previous provisions as to the tonnage they already own. 

I did not want to leave that inference in the record. 

The CuarrMan. There is no secret about the fact that you fellows 
would like to take your T—2’s there—— 

Mr. Gorrtner. There was no such inference to be drawn from 
that, and I do not speak for their secrets. I would like to file the 
attached letter at this point. 

(The letter referred to is as follows:) 
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NATIONAL BuLK CARRIERS, INC., 
New York, N. Y., April 22, 1955. 
Hon. WARREN G. MAGNUSON, 
Chairman, Interstate Commerce Committee, 
United States Senate, Washington, D. C. 

Dear Senator Maanuson: Reference is made to your committee’s pending 
hearings on the question of why delays have occurred in the tanker-ship pro- 
duction program. Further reference is made to the offer there presented for 
National Bulk Carriers, Ine., to build 1 to 3 tankers for charter to MSTS under 
the provisions of the existing legislation and with Government mortgage guaranty 
of only 90 percent of 874% percent of the construction cost. 

In commenting on this offer, we are informed that question was raised as to 
whether it was conditioned upon National Bulk Carriers trading out to foreign 
registery existing tonnage in consideration for the new tanker buildings. 

This is to inform you that our offer to build these tankers for charter to MSTS 
is not in any way conditioned on any trade-out to foreign registry. We are fully 
willing and able to build 1 to 3 tankers for charter under the existing legislation 
and are desirous to do so. In the event that contracts with the Navy can be 
made in accordance with the presently available statutory authority, we are 
prepared to enter into such contracts promptly and to begin construe tion almost 
immediately thereafter. 

Should there be any further information which you may desire we shall be most 
pleased to furnish it to you. 

Very truly yours, 
W. W. WaGNeER 
Vice President and Treasurer. 

The CHarrMAN. We will let the record be clear on that. We will 
leave the record open. Is there anyone else who would like to say 
anything? 

Mr. Happocx. Mr. Chairman, I should like an opportunity later, 
after I have a discussion with the general counsel on the advisability 
of appearing in this record on this program, which I think should be 
saved. I don’t want to leave the hearings open today. 

The Cuarrman. The record will be open for Mr. Haddock to file a 
statement. 

The Chair wants to thank everybody for coming and giving us the 
benefit of their views. I am sorry to keep you waiting a little longer 
this morning, but other than that we will stand adjourned. 

(Thereupon, at 12:45 p. m., the committee was adjourned subject 
to the call of the Chair.) 

(The following letter and statement, dated April 22, 1955, was 
received from the Atlantic Lines Co., Inc., 29 Broadway, New York, 
N. Y., for the record.) 

Tue Ariantic Lines Company, INC., 
New York, N. Y., April 28, 1956, 
Hon. WarrREN G. MAGNUSON, 
Chairman, Subcommittee on Merchant Marine and Fisheries, 


Senate Interstate and Foreign Commerce Committee, 
Senate Office Building, Washington, D. C. 

Dear SENATOR Macnuson: Attached please find statement I wish to have 
placed in the record of the hearings for speeding up ship construction, held by 
the Subcommittee on Merchant Marine and Fisheries, Friday, April 22, 1955. 
(With reference to tankers.) 

Respectfully submitted. 

Nicwonias MANo.ts, President. 


Construction all financed by private investment, $120 million for 15 tankers: 
Labor, —— percent; material, —— percent. 

The following is what this fleet of 15 tankers will do for 10 years in circulating 
funds (employment, repairs, consumable and expendable purchases, finance, 
etc.): 
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During 10 years’ operation, stores and provisions for 15 ships all 


pure hased from American industries________...._._--__---_- 1 $10, 000, 000 
Repairs and maintenance all to be done in “American yards ma- 

SI ig Bt 0 ta ine tt a ia eR eeaalncca no mba tauenmarcatsad 15, 000, 000 
Seagoing personne 1 pay rolls (10 SD a as OES Sa ar eee 47, 000, 000 
Administrative and other incidental e xpenses (10 years)__._-_-_- 1, 200, 000 
Marine insurance plan for 15 ships (10 years) - Ne ee te ile 19, 500, 000 
Interest: lenders institution and Gane srmment (20, I os iti ans 30, 000, 000 

Total _ _- a cei ea ae a iS ee 122, 700, 000 


Taxations: Return in all forms 


Capital gains of industries and individual form of payrolls (during 
construction until vessels are put to sea) (in 5 United States 


shipyards and other supply industries) - - - - ..------- ! $20, 000, 000 
Seagoing personnel and administrative staff (0 years) eran Se 10, 500, 000 
From other purchases, maintenance, and repairs (10 years) - - __- 4, 000, 000 
Capital gains on companies operation (10 years)___._---------- 1, 000, 000 
From banks and lending institutions for the 20 years_.___.---_- 1 4, 000, 000 
IT UTR NO ne a be er 8 36 ) 500, 000 
Plus interest on Government mortgage insurance (20 years) ___-- 3, 600, 000 


Total earnings from this transaction (without investment 
em NNN gee 43, 100, 000 


1 About. 


Here is a program which is financed entirely by private industry. However, 
the Government will receive many benefits in the form of taxation and work for 
the people. 

A few years ago, the Government appropriated about $360 million to build 35 
mariner-type vessels. Each ship cost the taxpayers $10 million, The Govern- 
ment is trying to sell these ships to private enterprise for $44 million each. Thus 
far, about 9 of these ships have been sold with a loss of $5% million each for the 
taxpayers. Of the remaining 26 ships, 22 are laid up in the bone yards, 1 total 
loss, and 3 are operating. What benefit does the Government receive from such 
a shipbuilding program? 

Since a new financial method for building ships has been found so that it does 
not cost the taxpayer an outlay of funds and benefits the Government with taxes 
and work for the people, there should be no roadblocks set up against this program. 


(A telegram from the San Francisco Mayor’s Committee for 
Shipping, Shipbuilding, and Ship Repair, Hugh Gallagher, chairman, 
also was received and ordered included in the record, as follows:) 


San Francisco Mayor’s COMMITTEE FOR SHIPPING, 
SHIPBUILDING, AND SuHrp Reparr, 
San Francisco, Calif. 
Hon. WarREN G. MaGnuson, 
Senate Office Building, Washington, D. C. 


Our committee understands that contracts for maritime tankers may be 
awarded if the Maritime Administration will agree to act in accordance with 
what we believe to be the intent of the legislation authorizing special-purpose 
tankers. We understand some question has arisen regarding this point. We 
also are informed that if the question had been raised during the hearings, un- 
doubtedly there would have been a statement in the record clarifying the point 
permitting Government guaranty of 100 percent of 87.50 percent of the mort- 
gage. We are also informed that private interests are prepared to furnish the 
balance and if the Maritime Administration can be persuaded to accept his 
understanding negotiations could commence at an early date and this in turn 
would be of great benefit to our west coast shipyards. 


Hueu GALLAGHER, Chairman, 


Bese 
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(Also a letter from J. A. Brownlow, president, Metal Trade Depart- 
ment, A. F. of L., dated April 28, 1955:) 


Aprit 28, 1955. 
Hon. CHarues 8. THOMAS, 
Secretary of the Navy, 
Department of the Navy, Washington, D. C. 

Dear SECRETARY THOMAS: Hearings were held by the Senate’s Interstate and 
Foreign Commerce Subcommittee on Merchant Marine and Fisheries on April 
21-22, 1955, with respect to the Navy tanker charter program authorized by 
Public Law 575, approved August 10, 1954. 

Maritime Administrator Clarence G. Morse, during the course of his testimony 
on April 22, read into the record a telegram which he had received from National 
Bulk Carriers indicating its willingness to enter into contracts to build and charter 
to the Navy a total of 1 to 3 tankers under Public Law 575 on the basis of the 90 
percent mortgage Insurance which the Maritime Administration is willing to 
grant under Public Law 781, approved September 3, 1954. 

In our opinion, National Bulk Carriers certainly does not meet that portion 
of the requirements of Public Law 575, section 1, (a) (2) which requires the Secre- 
tary of the Navy to “give preference to operators who are exclusively engaged in 
the operation of American flag ships.’’ The National Bulk Carriers has a fleet 
of ore carriers and oil tankers engaged in American overseas trade and which it 
constructed in foreign yards and operates under foreign flag. 

According to information in the public press, this company leased the facilities 
of the former Imperial Navy Yard at Kure, Japan, in 1951 for a 10-year period 
for $750,000. It is the first and only foreign firm to be granted shipbuilding rights 
in a Japanese shipyard, which rights continue through 1961 and are subject to 
renewal. 

Since mid-1952, it is reported that National Bulk Carriers has completed 5 oil 
tankers totaling 197,000 deadweight tons and 3 ore carriers totaling 180,000 
deadweight tons in the Kure yards. A sixth tanker of 38,000 deadweight tons is 
scheduled for completion this year. All of these vessels are Liberian flag registry. 

Reports indicate that this company has now made application to the Japanese 
Ministry of Transportation to build 4 more vessels, 3 ore carriers of 45,000 dead- 
weight tons each and 1 combination ore/oil carrier of 58,000 deadweight tons. 
It has already obtained approval to transform a 30,000-ton oil carrier to a 36,000- 
ton bulk carrier. 

Your attention is respectfully directed to the statement submitted in evidence 
by this company at the above-mentioned subcommittee hearings. In its state- 
ment, among other things, it indicated its desire for modifications in Public Law 
575, section 1 (a) (2), and (c) (1) so that in effect, they would only apply to the 
corporate entity entering the bid. 

In our opinion, this company’s offer to build and charter, is premised upon 
obtaining such changes in Public Law 575 or in its interpretation. As we see it, 
these provisions of the law would be rendered empty and useless if modified or 
interpreted in such manner. 

During this critical period for American shipbuilding and our American mer- 
chant marine, this company engages in American overseas trade with a fleet of 
vessels built in foreign yards and operating under foreign flag, thus further aggra- 
vating the extremely depressed conditions of our own shipbuilding and maritime 
industries. 

We sincerely urge that the provisions of Public Law 575 should in no way be 
relaxed for any bidder and that careful attention be given to avoiding entering 
into contract with any company established in effect, for the purpose of attempt- 
ing to qualify a prospective contractor who could not, itself, meet the qualifications 
of the law. 

With kindest regards, I remain, 

Sincerely yours, 
J. A. BRowntow, President. 


x 





